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BUDGETARY IMPLICATIONS OF H.R. 1245, THE 
ONE DOLLAR COIN ACT OF 1991 



thursday, may 28, 1992 

House of Reprbsentativbs, 
Task Force on Economic Poucy, 

Projections, and Revenues 

COMMITTEB on THE BUDGEI, 

Washington, DC 

The task force met, pursuant to call, at 10:02 a.m., Room 2257, 
Raybum House Office Building, Hon. Dale G. Kildee, Chairman of 
the task force, presiding. 

Members present: Representatives Kildee, Pease, and Houghton. 

Also present: Representative Kolbe. 

Chairman Kildee. The hearing will come to order. I am 2 min- 
utes late, I am usually never late; that is the school teacher in me. 
But we have a markup downstairs on OSHA, so I ran up from that 
markup. 

l^iis morning's hearing of the House Budget Committee Task 
Force on Economic Policy, Projections, and Revenue, is on the 
budgetary impacts of H.R. 1246, the One Dollar Coin Act of 1991. 
This bill would authorize a new gold colored $1 coin to be minted 
and to phase out the $1 bill. 

The House Banking Subcommittee on Consumer Affairs and 
Coinage, which has l^islative jurisdiction over this bill, has held 
hearings on the issue and plans additional hearings this year. The 
purpose of today's hearing is to examine the budgetary savings to 
the Federal Government as a result of changing from a $1 bill to a 
$1 coin. 

In May 1990, the General Accounting OfBce estimated the 
annual savings to the Federal Government would average $318 mil- 
lion over a 30-year period. A private study done last year puts the 
savings at over $862 million. So as Everett Dirksen would say, 
pretty soon you'll have real money here. 

We are fortunate today to have as a witness the sponsor of H.R. 
1245, Representative Jim Kolbe. Every time he sees me, he talks to 
me fdx>ut the $1 coin, and he wUl be our lead-off witness. 

Following your testimony, Jim, I hope you can join us up here on 
the poditmi, if you wish, and participate in the rest of the hearing. 

Afler Congressman Kolbe's testimony, we have four other ex- 
perts on this issue, Theodore E. Allison, Assistant to the Federeil 
Reserve Board for Federal Reserve System Affairs, who will give 
the Fed's view on their savings under this bill. Dr. Geoive McC^d- 
lees is a Professor of Economics at the University of Qiicago and 
(1) 
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has authored studies on the potential savings of H.R. 1245. Thomas 
Schatz, Acting Director of Citizens Against Government Waste, has 
written extensively on the benefits of this bill. James Benfield is 
the Executive Director of the Coin Coalition and has extensive 
knowledge on this bill's impact on the private sector. 

Chairman Kildee. At this point, Jim, you may come up to the 
table and give your testimony. 

STATEMENT OF HON. JIM KOLBE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF ARIZONA 

Mr. KoLBB. Thank you, Mr. Chairman, and I think you are re- 
markably on time, considering the way things generally operate 
around here. I will join you, if I might, on the podium afterwards. I 
promised one of the television stations I would give a brief com- 
ment, since they lire on deadline, outside, and then I will join you 
right afterwards. 

I do appreciate this opportunity to come and talk about the eco- 
nomic impacts of a coin dollar, which is embodied in H.R. 1245. I 
won't talk specifically about the legislation on the coin dollar itself 
and the progress of that legislation, but rather would Uke to con- 
centrate my remarks on the economic impact. I have a complete 
statement I would like to insert into the record, if I might. 

Chairman Kildee. Without objection, that wUl be included in the 
record. 

Mr. KoLBE. We are all aware that Congress may well send the 
balanced budget amendment to the States this year. So I think it is 
very appropriate that the Btidget Committee at this time begin 
looking into every aspect of government finance that could affect 
the revenues or the ei>ending side of the budget and ways in which 
we can reduce the national debt. 

I want to talk to you about one of those possible ways this morn- 
ing, something that could save actually hundreds of miUions of dol- 
lars a year, by substituting a coin for our paper dollar. What 
makes calculatii^ the savings from this — ^the savings that would 
result ftvm this $1 coin so tricky is that there are an awful lot of 
variables. 

The savings flow from many comers of the Federal Government. 
For example, the money to mint coins is appropriated from Con- 
gress, but the cost of printing paper money is an internal, nonap- 
propriatod expense of the Federal Reserve System. The profit &om 
minting coins, called seigniorage, which you will hear more about 
later, is held in a separate Treeisury account. As an asset of the 
Government, it reduces the need to borrow money to fund the na- 
tional debt. 

The accounting for paper money is different, but the end result 
is very similar. "Hie Federal Reserve takes the portfolio earnings on 
Treasury bonds used to back paper money and returns that money 
to the general treasury. 

Then we have to consider the fact that coins last longer, in fact, 
a lot longer than paper money. Paper dollar only survives 17 to 18 
months on average, while a coin lasts 30 years or more. 

Well, I could go on, but I think I will let the expert witnesses 
speak on some <n these technical pointe. The bottom line for this 
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task force is that we can &id savings, the total, several hundred 
million dollars, perhaps as much as $1 billion, annually. 

I have been involvecl in this issue for severtil years now and one 
of the questions that gets asked at every hearing or every time I 
appear on some kind of a conference or a talk ^ow on this sub- 
ject — this is a very popular issue on talks shows, I might add — is 
why did the Susan B. Anthony fail. The conventional wisdom, of 
course, is that it failed because Congress failed to eliminate the $1 
bill at the same time; and secondly that it created a $1 coin that, 
because of its appearance, size and color, was inevitably confused 
with the quarter. 

Well, these reasons are true, Mr. Chairman, but I would like to 
add another reason. In 1979, the Government acted in a vacuum 
when it created the Susan B. Anthony silver dollEU*. There was not 
' proper consultation with the private sector. The result was a poorly 
designed coin that was improperly introduced and thus never suc- 
cessfully implemented. 

What is different now is that the leadership and support for a $1 
coin is coming from the private sector. That is the way it should be 
working, under a single coalition. The coin-operated industries, 
mass transit, the visually impaired, convenience stores, chain res- 
teurants, and many others have all worked t(%ether to agree on a 
single piece of legislation. Our job in Congress is to list^ and to 
respond to that mandate. 

I want to come back again to the balanced budget amendment. 
There will be comments that will be made during me discussion on 
this issue of a coin dollar, that it is not popular, that polls show the 
public is against it; and I would agree, the polls do show that. I 
would also surest that the experience of other countries that have 
introduced it have shown that, once done and implemented, it rap- 
idly gains in popularity. 

But the point I want to make is that we in Congress are accused 
sometimes of not leading, of not making some of the tough deci- 
sions that have to be made in order to make reductions in spending 
or to find other ways in which the Federal Government can have 
revenues. This is one way that may require going a little bit 
against populfu* opinion, but it is an easy way, and one in which we 
can fairly painlessly get some very substantial revenue to the Fed- 
eral Government. It is an idea whose time has come. 

We are going to be required on the Budget Committee to look for 
very, very difficult ways to save money, either cut spending or pro- 
vide additional revenue. Those choices are not going to be easy. I 
would suggest, when a list is made of all the possible alternatives 
that we have, this will be one that looks surprisingly easy. And so 
to those who say it is not populfu*, we shoulchi't do it, I would sug- 
gest that nothing that we have to do with regard to the budget, the 
spending, or the revenue side is going to be terribly popular. 

As complex as many of the arguments will seem, they all can be 
reduced to a television sound bite. Paper is difficult to count and 
iTocess; coins are easy. Coins are reusable; paper is a disposable. 
Coins save money; the inefficiency of paper money knows no 
boundaries. Both the private and the public sectors are very much 
affected by it. 
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I am convinced that we will have a coin dollar in this country. I 
think it is absolutely inevitable. The only question is how much 
time and money will we waste before we have one. 

Mr. Chairman, I would be hapi^ to answer any questions, but I 
think you probably might want to listen to the experts on this sub- 
ject. 

n^ prepared statement of Hon. Jim Kolbe follows:] 

N CONGIUSB FROM THE StATB OP 

Mr. Qiairman, thank you for the opportunity to testify this morning before the 
task force. 

As you know, there ia a good chance that the Congress will send the balanced 
budget amendment to the States later this year. Thus, it is appropriate that the 
Budget Committee look at every aspect of government finance tiiat (»uld aflect the 
budget, revenues, and the national debt. 

What makes calculating the savings that would result from this $1 coin so tricky 
is that there are eo many variables, and the savings flow ^Dm many comers of the 
Federal Government. For example: 

The money to mint coins is appropriated from Congress, but the cost of printing 
paper money is an internal, nonappropriated expense of the Federal Reserve 

The profit from minting coins (called seigniorage) is held in a separate Treasury 
account, and, as an asset of the Government, reduces the need to borrow money to 
fund the national debt. The accounting for paper money is difTerent, but the end 
result is similar; the Federal Reserve takes the portfolio earning on Treasury bonds 
used to back paper money and returns that money to the general treasury. 

Then we must consider that coins last much longer than paper money: 17 months 
for paper versus 30 years for coins. 

WeU, I could go on, but I would rather let our expert witnesses speak to these 
technical points. The bottom line for this task force is that the savings total several 
hundred million dollars annually. 

I have been involved with this issue for several years now and friends often ask 
me why the Anthony dollar failed. The conventional wisdom is the failure to elimi- 
nate the $1 bill and the Anthony's confusion with the quarter. 

But 1 would like to add another reason. 

In 1979, the Government acted in a vacuum when it created the Susan B. Antho- 
ny dollar. There was not proper consultation with the private sector, and we wound 
up with a poorly designed coin that was improperly introduced. 

What is different now is that the leadership and support for a $1 coin is coming 
from the private sector. That is the way it should be. Working under a single coali- 
tion, the coin operated industries, mass transit, the visual^ impaired, convenience 
stores, chain restaurants and many others have all worked together to agree on a 
single piece of legislation. Our job in Congress is to listen and to respond to that 
mandate- 
As complex as many of the arguments will seem, they all can be reduced to a 
television soimd bit£. Paper is difficult to count and process; coins are easy. Coins 
are reusable; paper is a disposable. Coins save money. The inefHciency of paper 
money knows no boundaries; the private and public sectors are both affected, 

I am convinced that we will have a $1 coin. The only question is how much time 
and money will we waste before we have one? 

Chairman Kildee. Thank you very much. Congressman Kolbe, 
for your testimony. You have discussed this with me many times. I 
really have no questions of you right now myself. 

Maybe Mr. Houghton has some questions. 

Mr. Houghton. No I don't, Mr. Chairmsin. Thank you. 

Chairman Kildee. All right. We will dismiss you at this time, 
Jim, and you may join us up at the podium. 

Mr. Kolbe. Thank you. I will. 

Chairman Kiu>bb. Now the panel may come up to the table. 
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STATEMENTS OF THEODORE E. ALLISON, ASSISTANT TO THE 
BOARD FOR FEDERAL RESERVE SYSTEM AFFAIRS; GEORGE T. 
McCANDLESS, JR. ASSISTANT PROFESSOR, DEPARTMENT OF 
ECONOMICS, UNIVERSITY OF CHICAGO; THOMAS A. SCHATZ, 
SENIOR VICE PRESIDENT, CITIZENS AGAINST GOVERNMENT 
WASTE; AND JAMES C. BENFIELD, COIN COALITION 
Mr. KiLDEE. You may proceed in the order that I called your 
names or in the order that you have arranged among yourselves. 
Mr. Allison, unless you arranged a different order among youiv 
self. 
Mr. Allison. We will go in alphabetical order, it sounds like. 
Good morning, Mr. Chairman. I am very pleased to have this op- 
portunity to present estimates of the impact on the Federal Re- 
serve System, and I might add, on the Government hud^t more 
broadly, of substituting a $1 coin for the $1 bank note now in circu- 
lation, as would be required by H.R. 1246. 

In brief, a $1 coin could produce sizable cost savings for the Fed- 
eral Government as a whole for three rezisons. First, production 
costs for $1 coins, over time, would be lower than for $1 notes. 
Second, Federal Reserve processing costs for incoming coin deposits 
would be lower than for incoming note deposits, ^d third, the 
Treasury's interest saving as as a result of $1 coin seigniorage 
would be greater than the Federal Reserve's interest earnings de- 
rived from $1 notes. This, incidentally, is principally because the 
number of $1 coins in ciitnilation is likely to exceed significantly 
the number of $1 notes. 

These savings would aggregate to about $400 million a year on 
average, in present value terms; that is, with all future costs and 
costs and benefits discounted back to the present, over the next 80 
years. The potential savings can be achieved, however, only if the 
$1 note is withdrawn from circulation. 

Moreover, the budgetary savings would be even lai^r, more 
than $500 million a year, under the eiSBumptions that underlie my 
analysis; more than $500 million if the $2 note were not made 
avaikble. 

Before turning to the impact of a $1 coin on the Federal Re- 
serve's financial [msition and the specific questions that you raised 
in your letter inviting us to testi^, I would like to explain briefly 
the ways in which the Federal Government budget would be affect- 
ed by issuance of a $1 coin. As will be seen, the budgetary impacts 
would be somewhat complex and the overall savings would not 
come solely or even predominantly through the Federal Reserve. 

Let me start with coins. Coins are placed into circulation in a 
process in which the Department of the Treasury, first, mints new 
coins in accord with the needs of the public, using appropriated 
budget funds for all but the metal cost; two, books a profit,' called 
seigniorage, etiual to the difference between the face value of the 
coins and Uieir cost of production, which is treated as a means of 
financing the Federal budget; and three, deposits the coins with the 
Federal Reserve Banks for credit to the Treasury Department's 
checking account. 

Thus, in budgetary terms, production of additional coins, if, for 
example, the — a $1 coin were to replace the $1 note, production of 



,dbyGOOglC 



additional coins would raise budgeted outlays by the Treasury for 
mint operations in the year of production, would increase seignior- 
age, and consequently reduce budgeted outlays for interest on the 
borrowing displaced thereby, in the year of production and in all 
future yeeirs. 

The mechanism by which notes are placed into circulation is 
rather different. First, the cost of new banknotes enters the Feder- 
al budget indirectly, as contrasted with the cost of coins, which as I 
say, enters directly. New notes are purchased by the Federal Re- 
serve from the Bureau of Engraving and Printing, a unit of the 
Treasury Department, at a price set to recover the Bureau's full 
cost of production. The Bureau's expenses are not included within 
the Federal budget. Instead, the Federeil Reserve's outlays for the 
production of new notes are assessed against the earning of the 
Federal Reserve Banks, thereby reducing the net earnings of the 
Federeil Reserve System that are remitted to the Treasury Depart- 
ment and, accordingly, that show up in miscellaneous receipte in 
the budget of the Federal Government. Whereas for coin, produc- 
tion costs go in as an expense in the budget, note production costs 
go in as a reduction in revenues; that is, &e Federal Reserve earn- 
ings that are paid to the Treasury. 

The profit on the banknote issue is alao eiccounted for differently 
than the profit or seigniorage on the coin issue. Banknotes in circu- 
lation axe a liability of the Federal Reserve Banks for which the 
Reserve Banks bold corresponding earning assets. Decreases in 
banknotes in circulation — ^for example, if the $1 note were with- 
drawn — decreases in banknotes in circulation would result in lower 
Federal Reserve portfolio eEU*nin^ and concomitantly lower budg- 
etery miscellaneous receipts for the Federal Government. 

As a final budgetary implication, processing incoming deposite of 
coins is less costly for the Federal Reserve Banks than processing 
incoming deposite of notes. 

Let me take up each of these items in turn now, if I may, and 
you may wish to follow along. If you have a copy of my stat^ent 
before you, you may wish to follow along on my attachment, which 
is a toble showing 30 years of impacts, under tiie assumptions that 
are spelled out in attachment 1 that I am not going to go into in 
any detaU about. 

First, let me start with mint operations, £ind that is column 1 in 
this table. In the U.S. budgetary system, mint expenses other than 
for metal are treated as outlays subject to the budget and appro- 
priations processes. In manufacturing the replacement stock of 9 
biUion $1 coins assumed to be necessary at the outset of the re- 
placement period, the mint initially would incur one-time budgetod 
outlays of $164 million. That is roughly the first 6 or 7 years. 
Thereafter, the mint would incur the cost of producii^ only enou^ 
new $1 coins to replace those that were lost or mutilated duri^ 
the year and to satisfy the public's need for growth in the coin 
stock. 

As shown in attachment 2, the average annuail budgeted outlays 
for the mint for $1 coins — under my assumptions — cUscounted to 
the present, would be $20 million, average annual costs. 
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Second, let me turn to Beigniorage and the interest savings. 
Unlike tax receipts and other governmental receipts, which are 
competred to governmental outlays in calculating the surplus or 
deficit, seigoiorage, which is the difference between the face value 
and the cost of the yeeir's coin production, is treated as a means of 
financing a deficit or of reducing debt in the year of a surplus. Sei- 
gniorage thus reduces the Treasury's borrowing requirements in 
the year in which the coins are manufactured and in every year in 
the future in which the coins remeiin in circulation. In manufactur- 
ing the 9-biUion-coin replacement stock and the smaller annual 
amounts thereafter, the Treeisury would realize seigniorage of $54 
billion by the end of the 30-year assumed life of the coin, and 
would avoid borrowing of the same amount. The average annual in- 
terest savings discounted to the present would be $430 miUion per 
year. 

Let me turn now to the third column, which deals with Federal 
Reserve portfoUo eEU*nings, and this is going to be an offset to the 
seigniorage and the interest savings shown in column 2. 

Tlie Treasury will be receiving ^e Federal Reserve's earnings on 
assets associated with the stock of 6 billion $1 Federstl Reserve 
notes assumed to be outstanding at the outset of the replacement 
process. For purposes of the Federal budget, these earnings Etre cre- 
ated as a miscellaneous receipt. If the $1 notes were withdrawn 
fivm circulation, and perhaps partially replaced by $2 notes, there 
would be a corres[>onding reduction in the Federal Reserve's portfo- 
lio, and the Treasury would lose the Federal Reserve's earnings 
thereon, estimated at $170 million per year, on average, in present 
value terms. Now, you can see that that is a lot smaller than the 
$430 million average emnual savings in interest that would be real- 
ized from the seigniorage. 

The fourth column deals with the Federal Reserve earnings as a 
result of new-note costs, and this would be an ofi'set to the cost of 
minting coins shown in column 1, so we will be comparing column 
4 with column 1. Upon introduction of a $1 coin and consistent 
with the mint's ability to manufacture the initial replacement 
stock of $1 coins, the Federal Reserve would discontinue its pur- 
chases of new $1 notes and perhaps increase its purchases of new 
$2 notes. The net savings in new-note costs would incretise the Fed- 
eral Reserve's earnings paid to the Treasury by an assumed avei^ 
age annual discounted amount of $109 million. So that is well in 
excess of the budgeted cost as you can see of manufacturing the 
coins. 

Finally, column 5 deals with Federal Reserve processing costs. 
Depository institutions deposit at Federal Reserve Banks currency 
and coin that exceeds their requirements. Note deposits Eire veri- 
fied by the Federal Reserve in a process in which each note is 
counted, examined for authenticity, checked for fitness, and if 
unfit, shredded, or if fit, held in the vault for further circulation. 
Coin deposits, on the other hand, are verified in bulk, by weighing, 
at Eibout half the cost of processing notes. In addition. Reserve 
Banks would likely receive fewer $1 coins from circulation, relative 
to the quantity in circulation, than they do $1 notes. 
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Taking these differences into account, the Federal Reserve would 
realize discounted average processing cost savings of $47 million 
per year. The total fintmcial impeict on the Federal Government 
would be the sum of the separate impacts described, estimated to 
be a savings of $395 million per year. These impacts have all been 
expressed as averages of discounted present values of future costs 
and savings over the 30-year life of the coin. 

Now, I might just note from table 2, Mr. Chairman, that except 
for the initial year in which it is assumed that some notes wiU be 
produced, some coins will be produced, and some additional $2 
notes printed — with the exception of that first year, before any of 
those are issued, every year shows a positive Federal budget 
impact. Every year shows a positive impact. The average is $395 
million. 

I might note that the budgetery savings of $395 million per year 
assumes that 25 percent of the value of $1 notes in circulation 
would be replaced by $2 notes. Those savings would be increased 
considerably if $2 notes were not made available. Our estimate is 
that without $2 notes, the average annual savings would rise from 
$395 million to $511 million per year. 

You have invited us to address the possible need for an addition- 
al currency printing facility for the Bureau of Engraving and 
Printing if a new $1 coin were not introduced. That question is dif- 
ficult to answer, in part because the Bureau of Engraving and 
Printing is developing new and potentially much more efficient 
printing equipment that could increiise the capacity of the present 
facilities significantly — these are new printing presses — and in part 
because the Fort Worth facility has potential for quite a bit of hori- 
zontal expansion. 

It must be stressed, however, that all three relevant governmen- 
tal entities — the Federal Reserve System, the Bureau of the Mint, 
and the Bureau of Engraving and Printing, not to mention the 
multitude of currency handlers and currency equipment manufac- 
turers in the private sector — are involved continuously in long- 
term planning for facilities and equipment so that they can be pre- 
pared to meet efficiently the public's need for currency and coin. 
Consequently, it is essential that in connection with any $1 coin 
legislation, there be an unequivoceit commitment to discontinuing 
circulation of the $1 note, because without such a commitment, the 
uncertainty about future requirements, as we wait — as we, the rel- 
evant governmental units involved here, wait for the public's pref- 
erence to become clear, we will inevitebly overinvest in production 
and processing equipment. There will be too much coin production 
equipment, too much currency production equipment, and too 
much currency Euid coin processing equipment. 

I have generally addressed the issues that you asked us to cover, 
but I also have included in attechment 3 to my stetement detailed 
answers to all of the specific questions. If you later wish any follow- 
up information, I am available to you or your staff at any time. 

I appreciate having this opportunity to present our estimates of 
the budgetary impact of replacing the $1 note with a new coin. If 
you have any questions, I would be pleased to try to answer them. 
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Chairman Kildee. Thank you very much, Mr. Allison. Your 
entire testimony, including your attachmenta will be made a part 
of the record. 

Mr. Allison. Thank you. 

Chairman Kildee. I appreciate your very apeciiic response to the 
questions that I asked you in my letter, and they will be made a 
part of the record. I appreciate that. We will continue with the 
panel and then have questions of the entire panel at the end. 

[The prepared statement of Theodore E. Allison follows:] 
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Good morning, Hx. Chairman. I am pleased to have tbis 
opportunity to preaent eatlmatea of the impact on the Federal 
Reserve System of substituting a one-dollar coin for the one- 
dollar banknote now in circulation, as would be required by 
H.R. 1245, the United States One Dollar Coin Act of 1991. In 
brief, a dollar coin could produce sizeable cost savings for the 
Federal government aa a whole, for three reasons: fixst, 
production costs for dollar coins, over tine, would be lower than 
for dollar notes. Second, Federal Reserve processing costs for 
incoming coin deposits would be Icwer than for iDccming note 
deposits. And, third, the Treasury's Interest saving as a result 
of $1 coin seigniorage would be greater than the Federal 
Reserve's Interest earning* derived from $1 notes (this because 
the number of dollar coins In circulation is likely to exceed 
eigniflcantly the number of dollar notes). These savings would 
aggregate to about 400 million dollars a year on average. In 
present value tenw, over the next thirty years. 

The potential savings con be achieved, however, only if 
the one-dollar note Is withdrawn from circulation. Moreover, the 
budgetary savings would be even larger ~ more than 500 million 
dollars a year — if the $2 note is not made available. 

Before turning to the impact of a dollar coin on the 
Federal Reserve's financial position and to the specific 
questions raised in your invitation for tbis testimony, I would 
like to explain briefly the ways in which the Federal government 
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budget would be affected by lEEuance of a dollar coin. As will 
be Been, the budgetary Impacts would be somewhat complex, and th« 
overall savings would not cone solely — or even predominantly — 
through the Federal Reserve. 

t^oins arc placed Into circulation in a process In which 
the Department of the Treasury (1) mints new coins in accord with 
the needs of the public (using appropriated budget funds for all 
but the metal cost), (2) books a "profit" (called seigniorage) 
equal to the difference between the face value of the coins and 
their cost of production, which is treated as a means of 
financing the Federal budget, and 13] deposits the coins with the 
Federal Reserve Banks for credit to the Treasury Department's 
checking account. Thus, in budgetary terms, production of 
additional coins would (a) raise tnidgeted outlays by the Treasury 
for Hint operations, in the year of production, (b] Increase 
seigniorage and consequently reduce budgeted outlays for interest 
on the borrowing displaced thereby, in the year of production and 
in all future years. 

The mechanism by which notes are placed into 
circulation is rather different. (1) The cost of new banknotes 
enters the Federal budget Indirectly: Hew notes are purchased by 
the Federal Reserve frcn the Bureau of Engraving and Printing, a 
unit of the Treasury Department, at a price let to recover the 
Bureau's full cost of production. The Bureau's expenses are not 
included within the Federal budget. Instead, the Federal 
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Reserve's outlays for the production of new notes are assessed 
against the earnings of the Reserve Banks, thereby reducing the 
net earnings of the System remitted to the Treasury Department 
and, accordingly, niscellaneous receipts in the iMidget of the 
Federal government. [2] The "profit" on the banknote issue also 
is accounted for differently than the "profit" (or seigniorage) . 
on the coin Issuer Banknotes In circulation are a liability of 
the Federal Reserve Banks for which the Reserve Banks bold 
corresponding earning assets. Increases (or decreases] in 
banknotes in circulation would result in higher (or lower) 
Federal Reserve portfolio earnings and conconitantly higher (or 
lower] budgetary uiscellaneous receipts of the Federal 
government. 

As a final budgetary inplication, processing iocaning 
deposits of coins is less costly for the Federal Reserve Banks 
than processing incening deposits of notes. 

To sumoiarlBe, the Federal govemBent budgetary 
ioqplicatlons would fall Into five categories: (1) InnriMd 
budgetazy expanses at the Treasury Department's Bureau of ttaa 
Hint, trtilch would produce the dollar coins; (2) ^caasuzy latarest 
■avlagi as a consequence of the seigniorage derived from Issuing 
one-dollar coins; (3) raduead fadaral Sasarra aaminga on its 
portfolio of securities, which would decline as « result of 
withdrawing one-dollar notes fron circulation (and conocnitant 
lower net Federal Reserve earnings paid to the Treasury as a 
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budgetary iniBCellaneous receipt}) (4) reduced costs at the 
Federal Baeerve for puceliaees of one-dollBr notes (oet of any 
Increased cost of purchasing two-dollar nates); and (5] reduced 
costs at the redersl Reserve because processing incoming deposits 
of dollar coios is more economical than proceising inccming 
deposits of dollar notes. As is clear, these liudgetary effects 
are highly interrelated and therefore should be considered as a 
whole. Let ne now taKe up the budgetary inpacts in turn. 

(1) Hint eacpensee . In the U.S. budgetary system. Hint expenses 
other than for metal are treated as outlays subject to the kudget 
and appropriations processes. (Metal purchases are made through 
the Coinage Netal Fund, a revolving account not subject to budget 
or appropriations.) In manufacturing the replacement stocic of 
9 billion tl colas assumed to be necessary at the outset of the 
replacement period, the Hint initially would incur one-time 
budgeted outlays of SIM million (9 billion coins at an assumed 
S80 per thousand coins tines an assumed 20-percent share of the 
ISO for budgeted operating costs, plus an additional 120 Billion 
for design and start-up costs). [The specific assumptions used 
in estimating these impacts msy be found in Attachment 1.] 
niereafter, the Hint would incur the coats of producing only 
enough new $1 coins to replace those that were lost or mutilated 
during the year and to satisfy the public's need for grc"«th in 
the coin stoc)c. As shown in Attachment 2, the average annual 
budgeted outlays of the Hint for tl coins, discounted to the 
present, would be S20 million. 
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12) Selqnloraqa and Intgreit aavlnqi . Unlike tax tec«ipts and 
other governmental receipts, which are eonpored to governinental 
outlays in calculating the surplus or deficit, seigniorage — the 
difference bttt%wen the face value and the cost of the year's coin 
production — is treated as a means of financing a deficit (or of 
reducing debt in a year with a surplus). Seigniorage thus 
reduces the Treasury's borrowing reguirenents. In the year In 
trttich the coins are manufactured and In every year in the future 
in which the coins remain in circulation. In manufacturing the 
^-billion-coin replacement stocli and the smaller annual amounta 
thereafter, tbe Treasury would realise seigniorage of tS4 billion 
by the end of the 3D-year assumed life of the coin, and would 
avoid borrowing of tbe same amount. The average annual interest 
savings, discounted to the present, would be t*30 million per 

(3) Federal Iteserve oortfolio earnings . The Treasury will be 
receiving the federal Reserve's earnings on assets associated 
with the Steele of 6 billion SI Federal Reserve notes assumed to 
be outstanding at tbe outset of the replacement process. For 
purposes of the Federal budget, these earnings are treated as a 
miscellaneous receipt. If the (1 notes were withdrawn from 
circulation, and perhaps partially replaced by $2 notes, there 
%rould be a corresponding reduction in tbe Federal Reserve's 
portfolio, and tbe Treasury would lose the Federal Reserve 
earnings thereon — estimated at tl70 million per year, on 
average in present valtie terms. 
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(4) Federal Reserve new-note coatt . Upon Introduction of a 
tl cola, and coiuist«nt with the Hint's ability to manufacture 
the Initial replacuMnt stock of $1 coins, the Federal Reserve 
would discontinue Its purchases of new $1 notes and perhaps 
increase its purchases of new 12 notes. The net savings in new- 
note costs would increase the Federal ttaserve's earnings paid to 
the Treasury by an assumed average annual discounted amount of 
$109 million. 

(51 Federal Reserve ptocesslnq costs . Depository Institutions 
deposit at Federal Reserve Bonks currency and coin that exceeds 
their requlrenents. Note deposits are verified by the Reserve 
Banks in a process in which each note is counted, examined for 
authenticity, checked for fitness, and, if unfit, shredded or. If 
fit, held In the vault for further circulation. Coin deposits, 
on the other hand, are verified in bulk — by weighing — at 
about half the cost of processing notes. In addition. Reserve 
Banks would likely receive fewer tl coins from circulation, 
relative to the quantity in circulation, then tbey do $1 notes. 
Taking these differences into account, the Federal Reserve would 
realise discounted average processing-cost savings of (47 mlllioa 
dollars per year. 

The total financial impact on the Federal govemaent 
would be tbe sum of the separate impacts described above — 
estimated to be a savings of $395 million per year. These 
impacts have all been expressed as averages of discounted present 
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values of future costs and savings over the 30-year life of the 
coin. (The ycar-by-year inpacts are shown in Attachment 2.) 



I night note that the budgetary savings of f39S nillion 
pec year assumes that 25 percent of the value of SI notes In 
circulation would be replaced by 12 notes. Those savings would 
be increased considerably if %2 notes were not made available. 
Our estimate is that, without 92 notes, the average annual 
savings would rise fcam $395 nillion to 1511 million per year. 

You have invited us to address the possible need for an 
additional currency printing facility for the Bureau of Engraving 
and Printing if a new tl coin were not introduced. That guestion 
is difficult to answer, in part because we understand that the 
Bureau is developing new, and potentially much more efficient, 
printing equipment that could increase the capacity of the 
present facilities significantly and in part because the Fort 
Worth facility has potential for horizontal expansion. It must 
be stressed, however, that all three relevant governnental 
entities — the Federal Reserve System, the Bureau of the Hint, 
and the Bureau of Engraving and Printing (not to mention the 
multitude of currency handlers and currency -equiFoent 
manufacturers in the private sector) — are involved continuously 
in long-term planning for facilities and eguiptnent so that they 
can be prepared to meet efficiently the public's need for 
currency and coin. Consequently, it is essential that in 
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connection with any Sl-coin leglBlation there be an unequivocal 
cannitinent to discontinuing circulation of the tl note. Without 
■uch a condiitrnent, the uncertainty about futuie [eguirements, as 
we wait for the public's preference to becone clear, will 
Inevitably lead the three entitles as a whole to overinvest in 
production and processing eguipnent. 

I have generally addressed the issues that you asked us 
to cover, but I also have Included in Attachnent 3 to my 
statenent more detailed answers to all of the specific questions. 
If you later wish any follow-up information, I an available to 
you or your staff at any tine. 

I appreciate having this oK>ortunlty to present our 
estimates of the budgetary impact of replacing the (1 note with a 
new coin. If you have any questions, I would be pleased to try 
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Attachment 1 



niere will be 10 billion higher-denenlnatlon notei 

(fS to SIOD) in circulation i^on initial introduction of the 



nic average life of a $1 note ii 1.45 years. 



Thff average lif« of a SI coin will be 30 years. 

Upon introduction of a $1 coin and withdrawal of the 
II note, the public will choose to use $2 notes to the 
extent of 25 percent of the value of the tl notes then In 
circulatioFt. 

Upon introduction of a $1 coin, withdrawal of the $1 note, 
and substitution of $2 notes to the extent indicated above, 
the public will choose to hold two coins for each remaining 
$1 note then in circulation. 

The coat of printing notes (of all dencininations] will be 
$35 per thousand. (All production and processing costs are 
assuBed to be constant over the next 30 yearsi and all 
future costs are discounted to the present at a real rate.) 

Upon discontinuing the printing of Si notes, the Federal 
Reserve's cost of acquiring higher •danani nation notes fron 
the Bureau of Engraving and Printing will increase by $8.00 
per thousand. 
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The Fadcral gov«niiiiBnt ' ■ reftl borrowing rate, the redl rate 
of return on the Federal Reserve's portfolio, and the real 
rate for discounting future costs and savings to the present 
will all be 3 percent. 
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Attachncnt 3 



Depository institutions deposit *t Federal Reserve 
Banks currency and coin that exceeds their 
requirements Hote deposits Uli verified by t&e 
Iteservc Banks in a process in which each note is 
counted, examined for authenticity, checked for 
fitness, and, if unfit shredded dr. If fit, held in 
the vault for further circulation — all at a cost to 
the Federal Reserve (In 1991) of tG*90 par thousand 
notes processed. Coin deposits, on the other hand, are 
verified in bulk -- by weighing — at a cost (in 1991) 
of S2.51 per thousand coins. 

In addition, based on our experianca with other coin 
denominations. Reserve Banks would likely receive fewer 
tl coins from circulation, relative to the quantity in 
circulation, than they do $1 notes. 

Taking both sets of differences into account, the 
Federal Reserve would realize discounted average 
processing-cost aavinfls of (47 million dollars per year 
over the 30-year period under analysis. 

What savings would accrue to the Federal Reserve from 
printing costs avoided, if a tl coin were to replace the 
$1 bill? Assuite that S2 bills replace soow of the tl bills 

in circulation 

Upon introduction of a tl coin, and consistent with the 
Hint's ability to manufacture the initial replacement 
stock of tl coins the Federal Deserve would 
discontinue its purchases of new tl notes and perhaps 
increase its purchases of new t2 notes Under the 
assumptions outlined in Attachment 1, in particular 
that the public would choose to use $2 notes to the 
extent of 25 percent of the value of $1 notes in 
circulation, the Federal Reserve's net savings in new- 
note costs would increase its earnings paid to the 
Treasury by an assuwsd average annual discounted amount 
of tl09 million. 
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Both Australia and Canada have replaced their $1 bills with 
SI coins yet between 40 and 50 percent of their SI bills 
have never been returned from circulation. Doe* the Federal 
Reserve have any eEtioiates on how many U S. $1 bills will 
never be returned? What Impact would outstanding $1 bills 
have on portfolio earnings at the Fed? 

The Federal Reserve does not have an estinate of the 
number of SI notes that are unlikely — with or without 
a SI coin '- to be returned. The number of notes that 
have been lo«t, destroyed, or placed in numismatic 
oollections is basically inestlnable. IE the <I note 
were to be replaced by a $1 coin, so(ne additional 
Si notes would likely be saved as ■ consequence. 

The Treasury receives the Federal Reserve's earnings on 
assets associated with the ftock of Federal Reserve 
notes In circulation, including those that may have 
been lost, destroyed, oi placed in numiEmatic 
collections Foe purposes of the Federal budget, these 
earnings are treated as a miscellaneous receipt. Upon 
withdrawal of U notes from circulation, there would be 
a corresponding reduction In the Federal Reserve's 
portfolio, and the Treasury would lose the Federal 
SeservQ earnings thereon estimated at S170 nillion 
per year, on average in present value terns. 

If, however, withdrawal of SI notes resulted in an 
Increase in the number kept for numisnatlc purposes, 
the reduction in the Federal Reserve's portfolio and in 
the Treasury a lost Federal IMserve earnings would be 

Bitlgated conneiisurately. 

Based on the current growth in demand for pwet currency, 
does the Fed foresee the need foe additional Bureau of 
Engraving and Printing facility? It the cost of a printing 
facility factored into the printing costs paid by ^e Fed? 

Based on the 6.6-percent growth rate in the public's 
demand for currency notes during the last five years, 
the Federal Reserve's reguirement for new notes could 
reach the present capacity of the BEP's two production 
facilities around the year 2000. Bowever, the Bureau 
has under developnent new production equlpnient that 
could increase significantly the capacity of the 
existing facilitieB. We understand also that there is 
a potential for horisontal ■npjwjinn of the Fort Worth 
facility. 
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The total financial iR^act of B.R. 1245 on the Federal 
Rsaerve Syatem would be reflected in columna (3), (41, 
and (5) of Attactment 2. The 30-year average annual 
impact, discounted to the present, would be a reduction 
in Federal Reserve net «amings paid to the Treasury of 
tl4 million. 

This S14 nllllon reduction in Treasury revenues would 
be store than stade up for by the direct effects to the 
Treasury of B.R. 1245, chiefly the increased 
seigniorage on the coin issue. 
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Chairman Kildxi. Onmy list we have Mr. McCandlees next. 

Mr. McCanduss. Thank you. 

The U.S. has had, for much of its history, a fairly — a relatively 
stable price level. The dollar of 1800 and the dollar of 1933 had ap- 
pnndmatel^ the same purchasing power. Since that time, the price 
level has risen some 11 times. The dimes that John D. Rockefeller 
banded out are the dollars of today. The largest current coin in 
popular circulation is equal to 2.2 of a 1933 cent. So the inflation of 
the past 60 years has made Alexander Hamilton's fractional coin 
e>Btem for the United States small change. Replacing the $1 bill 
with a $1 coin is the first step in rationalizing the U.S. coinage 
system. 

In this rationalization process, there are substantial savings to 
both the public and the Government. The high circulation of low 
denominationfil money, such as the $1 bill, results in its being 
worn out in something like 1.4 years. The savings in terms of pro- 
duction proceseing and seigniorage — the gains, the profits that 
were mentioned just a minute ago that accrued from the Treasury 
to the production of coins over the next 30 years have an estimated 
present value of some $20 billion, if eveduated at a 2 percent dis- 
counted rate, or $14 billion at a 5 percent rate. That difference is 
because the costs are front loaded and the returns are higher in 
the future. 

That present value converts into constant Government savings of 
some $862 million a ^ear. This estimate is substantially different 
from some of the earher estimates, but not really all that much dif- 
ferent horn the one just announced by the Federetl Reserve. 

The main results of the Federal Reserve are similar to mine, 
^cept for several points. One is that I did not include very much 
with respect to an increase in the $2 bill in both AustrfQia and 
Canada, the other countries that have introduced $1 coins. They 
had a substantial circulation of $2 bills before the introduction of 
the coin, and that circulation of $2 bills did not change very much. 
It went up 20 percent over the original base. Americans do not 
have a habit of using $2 bills, and there is not very much reason to 
expect that a switch to them will take place. 

In addition, the old notes — the not^ that were in circulation — 
some 40 percent of them were never returned to the Canadian Gov- 
ernment when the coin replaced the $1 note. There is a seigniorage 
gain of somewhere around $93 million a year off of these notes that 
are never returned and that we never have to pay back. 

In ELddition, the introduction of a $1 coin reduces the use of quar- 
ters. I am living in Chicago and it now takes me six quarters to 
park for an hour downtown. Switching to a $1 coin reduces the 
usage of quarters rather substantially, whidi results in both pro- 
duction costs and processing cost reduction on the part of the Fed- 
eral Reserve S]rstem. Tliese three items make up a large portion of 
the difference between my estimate and that of the Feneral Re- 
serve. 

The second question that I was asked to address in my presenta- 
tion here was to indicate some of the geuns to be made by the 
public. There are some obvious gains in terms of processing costs 
and handling costs to those private firms that handle coins. Mass 
transit, vending machines, coin operated laundry, and telephones 
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would see reduced coete. Many vending machinee currently need 
bill validators which cost much more to install than a $1 coin slot 
(which most machines already have for the Susan B. Anthony). The 
dollar is already necessary for making change. I recently received 
Susan B.'s as change when renting a luggage pushcart in the San 
Juan Airport. The Susan B. is now reappearing in circulation for 
use in other public transit as well. Other kinds of coin machines, 
such as parking meters, phones, and laundry machines have 
reached a price level, because of inflation, where a $1 coin is an 
efficient entily to use. 

The poor use coin operated machines disproportionately more 
than the rest of the population. The fact that we don't have a coin 
system that makes these machines efficient falls more on the poor. 
In Chicfigo, the fare on the trfuisit system is $1.25, but if you pur- 
chase 10 tokens, they cost only $.90 each. The poor are less likely 
to be able to purchase 10 tokens at one time. A $1 coin in common 
circulation could be used in place of tokens euid reduce the price 
for the poor. 

There has. been public resistance to introduction of a $1 coin, as 
indicated by the failure of the Susan B. There was fdso consider- 
able resistance among professional hockey players to having a 
helmet introduced. Although everyone woi^d have been better off 
(safer) wearing helmets, no player weuited to wear a helmet if the 
other did not (since a helmet restricted vision slightly). The NHL 
mandated the use of helmets. 

Mandating the substitution of a $1 coin for the $1 bill, as the 
NHL mandated the use of helmets, will shift the economy from one 
equilibrium to another where almost everyone is better off. Canadi- 
an surveys of public opinion indicate that once in place, the accept- 
ance of tihe $1 coin increases greatly. 

Now, there is eQso a question of, will the introduction of a $1 coin 
cause inflation. Given all these reductions in costs, both to the gov- 
ernment and to the public, my analysis si^gests that it will do 
quite the opposite, it wiU retard inflation. The hard part is that ac- 
cepting a $1 coin is accepting the fact that inflation has already oc- 
curred. 

Thank you. 

[The prepared stetement of George T. McCemdless, Jr., follows:] 
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1. Introduction 

A latlenal coin lyBCaa providaa Ioh danoatiutlsn nanay chat la •■ally 

cost of providing currancy, and contaLna dansnlrutlena that confsn Co tha 

naads o£ Che public . Tha coinaga ayataa la ■ public goad in tha aanaa that 

an apptoprlatflly daalgncd myataii pcrsita tha public to aaka tranaactlona at 
■inlBUB coat and inconvanianca . 

IntlatlCTi In tha Unltad StaCai over tha laaC thirty yaara haa quadrupled tha 
prlca laval ao thac a tjuairmc of 1960 haa appraxlaataly tha aaaa purehaalng 
power as a dollar today. Tha quartar fulfilled a nuabar of coin particular 
functions In 19G0, It was a coin with anough purchaalng powar as that a 
large Tiijnber of trsnsacclons could occur with only one of the** celna. It 
vas convenient for machine use ainea a atngle dollar «a« worth enough to 
nairanc tha intervention of a Clark. Today, there li no coin In circulation 
that fulfill* chase funetioni. 

In countrlei nher* the govemaent h 
the public haa bean forced Co reaor 
Argentina. Hhere a long hlacory of 
aconooy, tha telephona coapany prod 



1 tokens of thai 



various kinds of private, apecl 

requires a large nutfMr of low paid vorkers 

productivity Horkare genataCe considarabla 

In the United States, the difficulties 
denoainatlon coin has not reached 
Hovever, it currently takes bctve 
waahing aachlne, parking aatara 1 
. soaa pay ptidnaa 



f phones). Sslf service laundries 
ovn Biking to use in the nachitias. 
of kiosks <*B(11 shops selling 
ems that perait the distribution of 
tokens Houevar, aueh a syatea 

in these Kiosk* and thaio lev 



•ctal c 



achlni 



calllr 



r of ctclaa are requiring four 
apt charge cards and vending 
lalng on) tha >itpan«a of 



(at a 



a 5» a 



will ■ 



iblic 



a heard 
and tnatlcutlng debit card* foi 
for coll collection. The rise ot tt 
are clear evidence Chat the currant 

Tha introduction of a one dollar coin la one atap In ragutarlElng tha O.S. 
coinage lyatea. Such a coin fills tha (ana place chat the quarter did loaa 
thirty yosra ago. It would serve aa a public good that lovaii tha coat of 
providing a large mabar of aervicea. In addition, tha raplacaiwnt of the 
on* dollar bill with a coin generate* conitderable coit *>vlngs for the 
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■■Ins '■■■ta. and ■atgnloraci. 

■avlDt* ovar tha naxe thirty yaara 
o a on« dollar coin baglnnlng In 

aavlnia avaluaced ac two diffarant diacounc racai Ha oonalatantly uaa 
currant prlcas for aarvlcei and chan dlicounc tha coat or lavlnga atraau hj 
both : and 5 ixrcnt Vhlta 2 par<:ant aaaiu vary lo>. it raflaeta a raal 
auecuoc rata aqual to cha averaBe raal Incaraac rate over che laat ISO 
yaara of U.S. hlatocy. A ^ parcent raal dlaeouni: rata la larga and 
rapraaanta * fairly shorcsletiCed approach to plamlng. 

Ha aatlaata that tha preaent value of tha aavln^ Id tha axpandlturaa a[ tha 
govamaanc over tha naxt thirty yeara ate S20.24T bllllona at ■ 21 dlacount 
rata o-t $1 3 9ZS billlona at a St dlacount rata. Thasa iii^>ara rapraaant a 
Eonatanc annual govemnental lavlnga of $SS«.34 Bllltona (froa tha 21 
■ aclaate) or $8G2.76 mllllonB (fton tha i\ estimate) A -very conservatlvs 
eatlaacc of the preaent value a£ prlvata sivlnga ever the next thirty ia 
SU 206 bllllona (at a 2\ dlacount rate) ar $S.S6« billions (at a St 
dlaeovot rata) Thaaa ar* equivalent to a conitant annual lavtngi of $621.9 
■illlona (fro> tha 21 aatlaate) or bUt L ■illiona (froa the 5t eatliaate}. 
Tba St aatluta ia lavar because noia of tha prlvata laving* occur In tha 
tututa Hhich hai leai value at the « dlacount rata. A consarvacWa 
aatlaate of the present value of total private and public aavlnga froB tha 
introduction of a dollar coin ia $3A.«S3 billions at 2\) or $22,789 
billions at SI). Thaaa praiant valuaa are equivalent to eonatanc annual 
savings of $1 SOa bllllona (floa tha 2t aatlMta) or SI. 611 billloiu (froa 
tha St aatiuta). 

1. Froduceion coat* and banafita that aeerua to D.B. Traarary or Fadaral 

Tha coat aavinga by altminatlng tha production of tha on* dollar bill and 
inataad producing a on* dollar coin coaa froa aavaral teurcaa. Tha claaraat 
of thaaa la a dtraet aavlnga ganaratad by tha axtra durability of colna with 
raapact to billi. Currantly. a ona dollar bill haa an averaga Ufa of 1.6 
yaara. Tha avaraga uasful lifa of a ons dollar coin Is mora like 30 yaara. 
Tha currant coat of producing a ona dollar bill la $30 per thousand and tha 
aatiaatad coac of producing the one dollar coin li $60 par thouaand. In 
•vary country that hai ahlfcad froa htlls to coin, tha coin circulation haa 
■tabilliad at a laval algnlf Icantly hl^er than tha level of circulation for 
bill*, m Auitralta, before the two dollir coin uaa Introduced, the ona 
dollar coin circulation vai Z 5 dpias the trend of the dollar bill 
circulation. In Canada, the one dollar coin circulation raachad 1.5t cImb 
the trend of tha bill circulation by January 1991, and this ratio »■■ attll 
rising, although alovly Ue ai did the CAO rapart on tha ono dollar coin) 
use a ratio of 2.0 tat an eitlaite of flnsl coin circulation ralatlva to tha 
trend of the one dollar bill Assualng that the dollar coin could ba 
iaplenented by 1993 (thla aiiuaption is opclalsclc and la uaad only to 
datemlne tha quantity of dollar! that ara replaced by coin) w* find that 
the prei^nt ualua coat aavinga ovsr tha nest thirty years froa the coin ara 
\l» eoafiara tha actual coin circulation to the bill circulation that would 
have occurred If tha growth rata of bill* for tha five yeara iisedlately 
preceding the Introduction of the coin vaa to have continued. 
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91.631 bllllona Hlch > dUcount rat* of 3 p«ronit or tl.A63 bllllona with a 
dlacount rat* of i p*rc*nt. Thla ditf*T*nc* la ao larg* bacaua* th* 
Bajorlcy of th* eoaea <th* production of tha Initial batch of coins) la 
facad iBBadtaCaly and th* |alna appaai tn tb» tuCur*. Iba lotMC dlaeOuDt 
tat* glvai graatar valu* to tha futura. 

Thar* at* am addlclonal asuleaa of add*d coat* aaioelacad Hltb di* 
c*pl*caBcnc of a one dollar bill by a ona dollar coin. Ulch ch* lanoval of 
tha oiu dellar bill It.ii axpactad Chat thar* vlll ba further uCllliatlon 
of the tvo dollar bill In both Auitialla and Canada (coimcrKa In which 

tha two dollar bill Is nuch nors used In nonul comaic* than chat 

of cha 



111 vai fairly aod 
very sllghcly abo 



producing all other denoBln. 



Ighcly lea* than Idt abov* crend In Can 
Tha introduction of th 



cantlally changa the 

Bi <:ivan thli avldance of habit paralaCane* 
B (and therefor* produeclon) of tha two dollar 
n 20\ In the Dnliad Stacai. Sinca tha currant 
In tha Unlcad Stacai la 10 ilight, wa ihould 
coita froB thli aourca. Howavar. tha cost of 
tion bills vlll Incrsasa allghcly. A Fadaral 
iasetve report asclMCei that reducing note pcodueclon froa a 9.2 billion to 
( 2 billion, ai would happen vlth tha removal of Che ona dollar bill, would 
Incrcaaa per unit coat of tha resalnlng bllli tloa $30.00 par choiuand Co 
41.83 par billion. Hovaver, cha quantity of bllla produced will Incraaaa 
HlCh tlH and should gradually return to Che $30 00 per thousand level. 
Gtvan tha grouth seen tn the use of Cha 20 dollar bill, ve estinate that 
thara will ba an 81 annual Increase In Cha production of higher danonlnaclen 
bill* and that production will reach the 9.2 billion lavsl In fiv* ysars. 
Th* additional dlseeuntad eoac of cha raducad pieduccton ta S221-S ■iUlona 
(at cha 2* discount rata) or $213.1 ■illlona (ac St). 

Ona BBjor efface of tha Introduction of cha ona dollar coin la tha raaultant 
rsductlon in tha use of Che quarcar. Each one dollar coin will replace four 
quartsra in coin oschlnes and mass cranslc lo ch* naad for quarCar* (aatda 
from tha penny, th* largest comonly used denonlnatlon coin) abould dedtna. 
Figure 1 shows Ch* Cta* cr*nd and che actual pach of the 20 and SO cent 
pteca* In Auatralla after tha Introduction af ch* dollar coin In 19B4 
Circulation of both of thai* coins declined. In Canada, u* do not have 
circulation figures, but che average production of the 2S cant plac* 
d*cltn*d after the introduction of cha dollar coin As a conaarvattva 
••tlsata, wa aaauaa chat th* production of the quarter stay* constant If a 
dollar coin 1* Introduced and coapara the cost of producing this streaa to 
Ch* cose of ch* cr*nd (2.371) growth. The introduction of the dollar coin 
reduces discounted coats of qusrter production by $612. G nilllons at 2l) or 
*Ihe language of K.R.1245 Hndacas InerBased production of tha two dollar 
Federal Rasarve Motea -co aaac antlclpeced demand Since ic ia antlclpaCad 
thac production of Cha one dollar coin vlll require that It ba phaaad Into 
elrculaclon and cha lav oandsCas Che reaoval froB circulation all ona dollar 
Fadaral Basarva Kates that are turned In to a Federal Resarve Bank beginning 
only 6 Bonths after ch* coin ia Incroducad, tha Intanc of this portion of 
cha law ta to encourage production and circulation of $2 notes. Instead, It 
■ay wall be ChsC bsnka will process one dollar noces incemally and only 
turn thaa In after sufficient coin ha* *nc*r*d otrculatlon. 
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S3tl.« ■tUtsna (at 9%). 

Iba praaant valua of ttw total production eoit aavlnca ovar thirty yaara 
that accnia to tha U.S. Traaniry ttam tha ona dollac coin ara t3.02Il 
blllloni If diacountad at 21 or $1.3623 billlona If diaoountad at S«. 

■ving and Feinting li Just CDaplatlng an aiAltloua 
Ing a naw production facility In Fort Uorth, Taxaa. 

printing capacity to ID. 6 billion notai a jaar. 
II tha dollar bill, thay vlll exparlanca a 
n, raductlon in -nota production md conaldarabla 
if tha currant rata of axpanilon of tba aonaj 

twenty dollar bill continual, than tht* axcaaa 
n fiva to alght jaara. 

3. rrooaaalni eoata and bonaflta that aoona to Fadaral taaatra Syataa 

It la eonaldarably chaapar for tha Fadaral Kaaarva Syataa to preeaaa coin 
than It la to proceaa currancy FroB 19H7 to 1990, tlia aTacaia activity 
coat of procaaaing lOOO notei vaa S4.39 and tha aveCaga activity coat of 
procaailng lODO coina »» S0.3A8. The total coat (activity coat plua 
overhead) Here $i.bS7 and S0.S4 for procttaing notei and coin, raapactlvaly. 
It la very difficult to eatinate how overhead being charged to coin or note 
procaailng would change aa a reault of tha awltch froa bllli to coin. It la 
axtranaly unlikely that It would incraaia ao wa chooaa the Hoat 
coniarvatlva aatiuta of no change In overhead directly attributable to Vb» 
aultch froB bllla to eolna. Given thla aiaumptlon, tha average activity 
coata would than ba the appropriate aaaiura of tha procaaatng coat 
ditfarancai. 



A Bueh largar proportion of tha c1 


Lrculating notaa paaaaa throu^ tha Fad 


each year than of coin The CAO I 


report aatiaated that tha Fad proceeeed 


ISei of the currency in clrculatli 


in each year and only 72% of the quartara 


in circulation <It procaaiaa a i 


■uch aaallat portion of pannlea. The 


denOBlnation that the Fed ihlpa oi 






n.) Quertari ere the relevant coin for 


thla atudy ainca it ii likely thai 


t the dollar coin vl 1 follow a pattern 


through tha aconoay aUHar to thi 


I quarter. The praiant valua of tha 


■avlnsi ovar thirty yaara In acti- 


^icy coat to the Fed la 51 4i* billlona (i 


It) or 5909.4 nillionj (at 5»> . 


[n eatluting theae figurea, IM uaad tba 


laa* aatlsatea of circulation for 


one dollar bllli or colna that wa uaad li 







Tha above calculation! ara tha dtract procaailng aavlngi that coaa fro* t 
dollar coin. The dollar coin will alio raduca tha uaa of quartan In tha 
•eone^ and therefore reduce tha procaiKlng cost! that tha Fad would 
otharwiae face. Ha aaaiBa, ai ua did In tha production aactlon, that th* 
production of quarter* will regain conatant rather than folloir Ita eurran 
trend. Ua alio aanaa that 2* of th* quartan in circulation ara loac a 
that 721 of tha quartara In circulation ara 
Ih* praaant value of tha aavlnga froa raduc 

^la aatiaata la in keeping with the coin loaa figurea froa ^hraU teldln, 
Statlatleal Analyaia of Coina Loat In Circulation. Jcumal of SuaiiMM ft 
e Sealiaelca, January 19*!, Vol 3, Ho 1.. 
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$I*.T7 Billion* <at 2%} dt SIS. 17 ■tlllsBa <at 9%). 
4. telcniorag* 

■•Ignlorag* li ch< dlft«r*nc* b*cii«an th* fac* valua of a coin and Ita coac 

of production. Ths U.S. Tiasiuiy cannoc apply ■•Ignloraga to currant 
•xpandlturaa but only to laduca tha naad Co borrow tor tho public dabc. 
Calm fcoa aalgnlacaga ata tharafnra tha taduiitlon In Intaraat Chat tba 
govaniDanC psyi fcon this caducclon In ita dabc. Although cha accounting 

Ignoring production coits) whathar it liEuei currency or coin Whan Cha 
Traaiury alnti coina Ic grant* tcialf lalgnloraga (which 1* appllad against 
tha fadaral dabc) aqual to tha valu* of cha coin alnui its production coata. 

If eh* Fadaral Raaarv* Systaa purchaaa* govariMant bi>nda,,lt than own* tha 
bond* and eollaeta th* tntaratt that the govarnnant pay*. Although It i* 
not uad*T a legal obligation to do *o. the Federal Reaarve SyiCas haa alway* 
T*tUTD*d to the Traaiury all Intarait paysanca froa cha federal dabc that it 
otRi* that at* In axcaia of ici operating coat. Aside fron tha cost of 
producing the bill*, there are few additional expanse* Incurrail by th* Fad 
in the purchaaa of governBanc bonda. So th* Fad'* Incoo* joa* up by axaccly 
tha intaraat paid «n tha bonda It puroha*** with new BOnay. tf It incura no 
aspanaaa, than It ratuma axaetly thl* nich to tha Treasury. 

H* hava alraady ev*luac*d Ch* co*c* of phyiieally laauing tha dollar bills 
variua cha approprleCe aaounc of dollar coins. Th* aavinga frim Ch* 
production of coins ar* a nat savings Co the govanmnt ralaclva to tha coaC 
It would have Incurred producing ch* bill* Since tbaaa costs hav* alraady 
been accsunced for In csaparlng bill* to coin*, thay need not b* aeeountad 
for again In calculating salgnioTaga. 

Hatnly bacausa of tha vay CDTkauaera handle coin* and bacauae coina tend to 
bacoaa atockpilad In aachlnea cha quanclty of one dollar coina Chat vould 
be in circulation Is greater than th* quantity of one dollar bills. Thas* 
additional coins generate additional seigniorage Using th* ■*»* 

rata on II nonch govemiaenc bllli (5.361, the loweic Inceresc rete the 

•itlBat* of Ch* galni being aade) es th* relevant Interasc raC* <« 

calculate that, over the next thirty years the additional coin clrculeclon 

produces tnCaresC avoided chroufh selgnioraga wlch ■ pre* 

41S.933 billion* <*t a 2» dlacount rata) 

flrat year of tsau*. cha IncaniC avolda 

■lUtcnM. 

Tba azpertanc* of Australia, kticain. and Canada auggasc that additional 
galna vtll occur liacauaa cha antira atock of outatandlng on* dollar bills 
will not be returned to the govemmenc. One alao notes fron tha azparlanca 

Tha gains fron converting governisent debt Inco noney (or currency) through 
the central bank the Federal fteaerve S7*t*a) are laally aalgnlorage 
although the atandard govemmancal cemlnology 1* portfolio earning. 

The Federal it***rv* pui 
By*t*a. When thay na*d 
Kaaarva not**. 
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of thci* countrlai chat ch« p«rcmcag* of tlia itaek at ana dollar bills that 
la not racumad varlai tdlh tba purchaatng pomr of tba bill. labia 1 
llluacracaa tha lalaclonahlp batman tha valua of cha bill and tha quanti^ 



19U 
19B3 
19B7 



46.74 (b7 19B9) 
IS. 91 (by 1989) 
50. B9 (by 1991) 



»0.I94 
»1.5S£ 
$0,731 



At Cha cuTTant rata of Intlatleo. Cha D.S. dollar iflll ba vorth $0.78 of 
19S3 doUira in 1993. If chat la tha data of radaaptlon of tha biUa, tha 
cslatton auggMCed abova Indlcatii that ve could axpact only S2I of Cha 3.69 
billion ouCBCandlng bUla to ba radaanad or 4St Hill not ba latumsd Co tha 
govamnent) Thaaa unradaanad btlla rapraaanc an additional S1.7S2 btlliana 
In govamaane dabc ch«c daa< noc pay Incaraac. Ac cha incaraac rata of 
3.3GI, thia rapraaanCa an annual aavlngi of $93.93 ■illloni. Iho praaanc 
valua of thia aavlnga ovar thirty yaar* la $2. US bllltoni (at 21 discount) 
or $l.Sie billloni (at 5t) . 



> last itaa with raapact Cc 

ialgnto. 



■Intlng 

thaaa colna. l£ 
laglalatlon. thli 
doun cha colne ai 
caitlBony) Ths 
coins and chair i 
■•Itdown costs, 
that thsy ulll ri 



ilgnloraga. Thara eurrantly axlsts, storad 

ibar Susan B. Anchony dollaca for abloh tha 

Aalda froB cha aconoalc quaitlon as Co 

It la laaionabla ta clala aalgnloraga on coins a govsnasnc Blocs 

(follavtng chla logic on* could aUalnaca cha fsdarsl dsbt by 

KClon of ahat to do with 
b«.B augga.cad In sow 
-.tiy $a Billions CO Mlt 

■t uiad to produea ochsl clad 
nllllons) graatly axcsads Cha 
II la noc datatBlnsd, ■• asai— 
ilgnloraga will contlnus to ba 



anough coins) 
> coins 
Id antal 
Hlgnlor 



apptoxloa 



9. Total |o«an 



iBtal a 






Tha calculation of tha prasant valua of Cha total savtnta of dka govsnasnt 
can ba ssan In Tabla 2. Using a raal discount rats ol 2t, tha savings ovar 
thirty ysara has a prasant valua of tl».47I9 billions. Ualog tha raal 
dlacount rata of St, cha savings ovar thirty ysars has a prasant valua of 
flS.66B8 billions. 

IB ordar to Intarprat tfassa prasant valuas of ssvings oa can ealoulato tba 
canacanc sawunt of saving* that vould result In sach of thaaa prassnt valusa 
at tha appropriata discount rata Constant annual savings of $11(1.34 
Billions vould glva a peasant valua of $20.2479 billions If diacountad at 1% 
and conitant annial savings of $aS2.7£ allltoni would glva a praaant valua 
of tl3.92SS billions If discounted at St. Thsss nuObars ara iifaat «s eould 
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coapar* to Uw •itlaatad ■avlngs glvan in tha CAO r 



of S31S ■lUlona. 



lDcr*aa*(l cost of noMa 
Eaducfld produce ion ef 



$ 21«: 



S -211.S 
$ 1*1. » 

4 «09.4 

$ 11. < 

$ 9873 
f ISlt 

$11923. a 



(. Xbk Tlanalc 

Ai af 19S8, tha avaraga fara In tha U.S. Moai tranalt ay 
an Ineraaia of IDOI ovar tha Bvaiaga fara of 1979. AC t 
Inflaclan (St) tha avaraga fara ef all cranalt (yaceaa u 
by 1997. Actual faraa In 198S rangad fros a high of $2. 
and >oit of Cha largar onaa (Hav York, Los Angales. Chic 

approach) 



dollar or Bora. 



With c 
ona dollar and Bora and aora tianilc ayiceiu 
Onea tha fara rcachai one dollar dolli 
ayiCaa In larga mabara (ayatani that allou change or aa 
bllla Buch aarller) and tha tranalt lyacaB facaa Inciaaa 
handling blLla Soaa ayatama for axaaple, Kau York City) 

allov bllla Co ba uaad on liuaaa. Uovavai a 

thaaa ayatsB* vlll faca Incraaiad praiauraa 

Tranalt Authority (which haa alraady pruchaaad Ite aqulpnant 

bllll) aatlutss tha coata of proceastng bills, nanually, at 

Chouaand conpared to Che coats of procaaalng eoina, mechanlca 

par Chouaand In addition, equipping cha buaa* in Chicago vt 

coat $1800 par vehicle. Theae bill feadara do not keep cha b 

but do kaap than flat and reduce ceailng. Sorting coata, if cha btlla an 

Inaartad in a traditional tata box, an avan highar baeauaa billa naad to ba 



At dollar 
n ef free 

■ahington) 



up Che fara, 
Tha Chicago 

fil per * 
-y. at Sl.W 
bill fsadaca 
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unfoldad bafor* balng itaelwd. ApprsslMaUly ocw-tblrd of Chicago'! fan 
ravanua* at* tn bill*. Ua aaauaa chat axpanaaa tor olhar tranatt ayataaa 
■ra atallar. But that tha currant nactonal avarag* of far* ravanuai In 
bllla la only 20t. Thli parcancag* la aaauaad to Incraaaa by oita pateant a 
yaar (actually « very low sscluta) one Om naxi thlrcy yaala It a ana 
dollar coin la not InCtoducad. 

Iha total ravanua of Eha national tranalt ayataa In 1989 m tS.AM-O 
■llllona, Ua aaauaa a St rata of grBwCh of ravanua* (laaa than tha 
aspartanca of tha paat tan yaara) and ■ on* pareant Ineraaa* aach yaar In 
tha uaa of billa. Switching to coins muld lava $20.36 for avary Cbouaand 
bllla that would ha-v* bean racalvad. Tha praaane valua of thU aavlng* In 
proeaaalnc coat* over tha naxt thlicy yaara 1* ii.it'ii allLlon* (at a ll 
dUccunt rata) or $1 SOS nllllona <ac St). Additional aavlngi vlU occur 
bceauia th< Initallatlon of bill faadera (accaptaEa) can bo delayad. Tha 
Southarn California Rapid Tranalt District aaclaatsi that it can aava 
annually S^OD 000 In mdnCsnance on bill accaptac* and half tha capital 
cosca of purchaalng {>c> bona* or 9750,000. ThBsa numbaF* a(* te b« 
ooaparad to tha $3 2S aiLIllona It ttould aava In dollar precaailng coata. 
For thia tranitc district, othar aavlnga aqual apptexliuuly ona-thlrd of 
the savings In bill procasilng If this rstlo parststa throughout tha 
country, then an additional savings vlth « praiant valua of $B32 allllona 
(at 2t} oT $502 ■llllons (at b%) vould occur froa raducad aipandltura on and 

transit Industry Iroa tha Introduction of a on* dollar coin *ra 53.329 
blllloni at 2) or £2.007 billions (at 5t) . Thasa prcaant vaLua* ar* 
•qulvalant to constant annual aavlnga of $145.7 ■llllona (at It) or $124.3 
■iUtona >BC St). 

Thara la anothai, wira difficult to quantity, mltar* conildaraclon of tha 
ona dollar coin. A nuabar of transit ayitaa* a*ll p*ekag*i of tcdun* at a 
dlacount to th* tagular fara because hsndllng th* tofcana 1* conaidarably 
ehaapar than handling noney. In Chicago for axaapla, th* CTA •all* Can 
tokans for $9 ■hll* the regular fare la $1 25 Thoa* who rlda tha CU 
fcequantly and e*n afford to purchaaa tan faraa at onea pay a prlca of $.90 
■ rid*. The very pooraae of frequent uaera (Ikose oho have difficulty In 
caking $9 froa chair daily budget) end iqi paying a higher coat than tha >ota 
■fflusnt who can afford the tokens, \ dollar coin would reduce tha h-~''"Tt 
coat and the rational for tha fara differential. Thl* ahould lower the fara 
for die- noB- token uaex*. 



Iha Introduction of a ana dollar coin ahould reduce axpenaa* for vwndinc 
■achlnaa oparatora. The aourcea of tha** (svlngs cob* froa •*vot*1 ■ourcaa. 
Pirat, thara will be lower proee**lng cost* with coins. Second It la 
eonaldarably obeapar to Intcall an additional slot and change Cuba for a ona 
dollar coin than it la to Install a bill validator k large portion of tha 
MuhlDaa in aarvlca alraady can accept the Suaan B. Anthony dollar. Third. 

In eountrlaa with very high Inflation rataa (for axaapla, Argantlaa in 
19BS) no coin* are in ua* and 100 percent of ctanalc far* Craniaotiona ara 
In bllla. Ihiring a vlatt to Argentina, tha author haa axpariancad a fara 
■here a ninlMH of of eeven bill* (two Caoa, ona tlva, and four ooaa) wore 
r«quirad to aaka axact chango. Fara pcocaaaiag waa axtraaaly alatt. 
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a on* dollar coin can ba rac^clad inaldi tha Macblna aa changa ■hlla, undal 
Cha currant tachnology, ana dollar billi cannot. If cha ona dollar colni 
could bo uaod aa changa, largar bllla could b* accaptad In tha bill 
validator*. Thla la particularly laportant alnca conclnuinc Intlattan will 
dtlva prleai wall abova on* dollar for aany ttaat. 

Iha aatiaatton of cha coat lavlnBi anong vandlng aaehlna oparatota (which 
can, at laaac pocantially. ba passad on to cha conaiuur) Includa tha 
following aiauaptioni: 1} 9al*a in vandlng nachlnai conclnua growing at tha 
«.S» rata that thay h.va b.an grovlng ovor tha lait tan yaara. 2) Dollar 
bill* aak* up approxlmscaly I7i at currant racalpta of vandlng aachlnai and 
that Chia Hill grow by one percent a yaar. 1> Procaaalng and tranipDrcaclon 
coata on nstaa aft $9.50 per thousand Th£i la lowar than cha cosC 
axpcrlancad by cram t auchorltlea becauae Cha noca* ooaa battar organlzad. 

aiaua* chat thara la no raduceion in <]uartar uaa In vandlng sachlnaa froa 
cha IntTcductlon ef tha dollar coin. With thaaa aaauBptlona, wa Clod Ch«C 
Cha praaant valua of aavingi over thirty yaari fron awltchlng Co a dollar 
coin ara $4.7aS btlllona (at 21} or S2.796 billion* (at i\) Thaia ara 
aavinga for an induacry Chat In 1990 did $25.8 billtoiu of lalaa. 

Bin valldatora coic bacwaan J350 and S«SO to Inatall in tha factory and up 
to $«00 to retrofit. Adding a ona dollar coin to a nau luchlna la vary 
cbaap and cctt* only J2S In parts and SSO In labor to retrofit (this ia Cha 
coat on a aoft drink vending machine) Vending nschlnes have a uaaful Itta 
of hacwaen 8 and IJ yaari One additional generation of machlnea could go 
without a bill validator l£ a dollar coin ware Incroducad There sre 
currently 3 i nllUon nachlnea In aervlce. At a co»t jiavlnga of $300 par 
■achina for even 7i\ of the machines Che aavinga on not Initalllng bill 
validatcra cotala $855 millions oT, spread avonly over ten yeari, haa a 
praaant valua of $7(3.37 ■llllona (at 21) or $693.21 (ac SI). 

Thara ara currantly 2.5 ■llllon aguaaaant sachlna* in aarvtoa. Thaj are 
atill almat aCrtcCly coin opatacad aachina* uiing ona of two kinds of coin 
validacera. Hechanlcal validatore (on about S0% of the machlnea) would 
require a new slot coating $14.18 dalUra each. Electronic validatora 
■eraly naad to b« rapregraaoad to accept cha naw coin Average life of ■ 
■aehlna la ftv* years ao that cha naxc generetlon could coma with dollar 
-valldatora froa the factory The main gslna from e dollar coin ara user 
convenience and reduced processing and transportation costs. Assuming that 
on avaraga one-half of the quarters are replaced by dollars, and that coin 
procaaalng and traneportatlon coats ara $2 91 per thousand, than tha praaant 
valua of Cha aawtnga over thirty yaat* li $273.3 ■lUiona (at 2%) or $184.1 
■tlllona ac (S%) . 

1. Oehac coin aeeapctaf aaoblaM 

the continuing declining value of tha dollar, and of cha highaat valua 
eoBBon use coin, the querter will force ui to change the way wa currently 
uaa ■ nunber of coin accepting machines The use of coin operated laundry 
Bachlnes pay celaphanas coin operated newspaper ^oxes, and parking matara 
all raquira the user Co carry subitanciel quantlciaa of coin and, with 
continuing tntlatloa. will aoon requite moca. Tha avaraga priea of uaing a 
coin laundry machine ta approaching ena dollar and soma machinal Chat can 
daan lalgar lead* altaadly coac chraa dollar* and raquira twalva quarcara Co 
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uaa. In tha larger ■•CTopollean araaa, parking Mtara now raqulra fl ta 92 
par hour. A nubar of national nawapapara, aapaclalty tha ipaetalUad on** 
and Sunday aditlona, nov eoic a dollar or aora. 

ThauB iTicraaslng prlcaa aaka It avac nors unllkaly that indlviduala will ba 
carrying suffldant coin lo malii puccha»as or f«*d matara convanlancly. It 
Is unllHaly than wa will laa bill valldatora «ft Ch.sa luchlnaa, aainly 
bacauaa tha voluoa o£ bualnaaa la tua Bnall to uarrant [ha axpania par 
■achina and tha Baehinaa ara in locaclom without alcctrlclty and lubjact to 
aaay daaaga. An alcamattva Cbat hai baan auggaatad li to uaa dablt carda 
tor aach or all of thaaa typaa of Bachlnaa. 

Tha eonvaralon to a dablt card would raquiro aubocantial capital inraataanc, 
both In squipDint and In tha organlration of tha daltvary ayataa. 
Individuals would naad to ba abla to aequlra tha dobit aaally and all of tha 

tha cDOEdlnsclon naceasary to hava a national dabit cacd lygcan is poaalblc 
and li; !■ avan quasttonablc that local debit carda could ba ocsanllad cd 
work for all iha syatens nantiDnad Tha Bachlnaa (parking natari, for 
axanpla) would naad to ba connHctad to alactllcity ac, at Jaast. be powarad 
by battery The cost of Che change In technology froa coin oparatad to dabic 
card oparatad la axtraBely difficult to aatiaata but ia likaly to ba vary 
large. 

Tha sain coat of introducing the on* dollar coin la eonvartlng tha currant 
atock of aachinoa to aecapt that coin. Tha coat of ratrofitting a parking 
aater to accept a dollar coin the alza of a Suaan B, Anthony la batwaan SI} 
and $20 or about $A aiLllona for tha 106,000 parking aetata in tha Cwalva 
largeat aacar-uaing citlaa. 

Currently, about tan percent of pay phone coin revenue*, or $300 ■llltona, 
cooa froa long dlatance calls Honethelas*. pay telephone inatallars hava 
alraady begun to aova away froa coin uae (both bacauaa of tha aaall value of 
the quartar, tha coat of having an operator handle tha call, and the daaaga 
cauaad to the phone because of attempted theft). Fay phonaa that uaa a 
■achanlcal coin validator do not provide enough rooa for a new one that 
accept* four coins. Electronic .accaptatx can b* converted at a coat of $150 
aach. As pay phonaa wear out Cln S to 10 years, depending on location), 
they could be replaced by onea that accept dollar coins at fairly little 

Installing a slid* to accept dollar coins on laundry aachinss would coat 
batwaan $JS and $30 for tha slid* and batwaan $2 and SS for labor. Wa 
estlaate that there are at least 2.5 allllon laundry aaehtnas In ssrvtca. 
Aaauaing that about half of thea are taccoflctad and the other half ara 
replaced, aa thay wear out by a machine ihaC accapca tha dollar coin, there 
la a one tin* eonvaralon cost of approiiiutaly $39 ■llllon*. 

While aost daily nawapapara are currently priced wall below one dollar <fot 
aaaapla, the dally New York Tlaas la $.50, the dally Los Angelas TtiHi Is 
$.35, the Wall street Journal ia $ 75, and USA Today la $ 50) cha pricea 

Inflation. In addition, Sunday editions, although far fewer are sold froa 
coin venillng nachines coat aore than one dollar tor aany aajoi 
Current nawapapar vending machines do not accept e one dollar e 
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•IdMr will n*^ ta b* tacrsflttsd or, u tha^ nu out, b* nplMad hy 
■>ohln4S that aceapt coiiu. Ratroflttlng li pcsbablj prehiblCIvaly 
•spanaiva (Ivan tha daily ravanua tiem coin boxaa iihila including a dallar 
alot In nav aaehinaa ia alaoat eoitlaaa. 



Tha Bain aourca of abort tara galni froa tha u 
parkini aatara and laundry Bachinai ia ftoa r» 
eoata. Firat, froa nar* valua canddaiitlona 
caplaeaa a quartar chara would ba ona fourth a 
actual praeele* tha taving* In handling 
axaapla, a prtea of $1 50 raqulcai < qv 
quartara. In taraa of valght $l(ib6 ve 
17. S5 pounda iitilla tha aaiH valua of qt 
aoaa valua, tha dollar colna caquli-a ti 
tha quartara. One thouaand aalaa at $1 
and «3 






tha 



i.lng 



> one dollar coin on 


a naada to aicLsac* 


quantity of colna tha 


t Mould ba u(*d to 


and irlth a one dollar 




«™w[""bution'o 


average prlc. ovar 




f prlcai (but Halt 


divlaibla by a quart* 


r) Ha than calcul 







quarter* that vauld alCemaclvsly gcel 
In nudiar and valght of the coin* laqi 
oalculata pracasdng and tcaiuportatli 
theaa aavtngi ovar the next thirty yei 
42.t86 bllUona (at a dUcount rate ol 
The praiant valua of theae savings In 
have ttutallad parking aacera and vho 
dollar or noia ara $3:1. U6 alllloni 4 
inflation continual aany nora c ttat 
dollar coin. Tha aavlng* froa thiia j 
tha aitlnata. Additional aavlng*, wh: 
occur In both of thasa aactora becauii 
■aan that tha coin bosaa would not nai 



Monay handling by banka a 



a ona dollar coin In 
procaaitng and tranaport 
vary dollar coin that 



a dollar 



:oIn 



Chony. 



«l8ht. 



■r weight* SO pound* 

lortlng only 3S» of tha weight of 

aaeh walgha 7S pounda in quartan 
ir eotna and quartara. To 
:hat would ba genaratad by iaaulng 
I* dtitrlbutlon of prleaa and tha 
:Bln that price with only quartara 
rhli was dona by aaaualng a St par 
> next thirty yeara and aaiualng a 

to price a that ware exactly 
id tha nuabar of q 



colna and 



for laundry aaehlna* ea 
■ — bllllop 



•ntly h 



I for tha cltlaa who 



20.79A Billion* (at S»>. Aa 
I ba able to aaka uaa of tha ona 

clonal cltlaa t* not Included in 
ar* difficult to aatlaata, would 
a aaallar nuabar of coin* would 
to ba aaptlad a> fraquantly. 



■onay traniport aarvleaa 



r ooat* Ineurrad froa tba 



An April, 1)90, report of tha Aaerlcan Banker* Aaao 

nu^Mr of waya that tha Introduction of a one dolla 

thalr oparationa -coat*. Th*re ere a nuaber of aino 

«hanga (tha ona tlaa cost of retrofitting or purcha 

thoa* ualng aachlne* aada before 1980, for axaapla) but tha two aaln aourca 

of the additional eoata that tha ABA aentlons are tranaport coat* and 

prooaaalng eoata. 

Tha ineraaaad tranaportatlon eoata occur aiaply bacaua* tb* colna waigb wir 
than the bllle (approziaataly 17 pound* par thou*anit for tha colna varaaa 
approxlaetely thra* pounda par thouaand for tha bills). Honey 
tranaportatlon coapaniaa Arlnkt and Ualls Fargo for axaapla) and dia 
Federal Rasarve ayataa for It* tranipoTlatlon sarvicas noraally eharga by 
tba trip (tha per trip charge dapanda on wfaathar tha bank la on a ragular 
reuta and how long tha trip la) and aach trip allowa tba tranaportatlon of 
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up Co $300,000 aorch of bllli or chtlty boiua a[ celna Hlthout addlctonal 
chargai For jeveral MBplad eoapanl**, tlur* waa a charga of $.(0 par box 
bayund Ch« allowed eilrty boxaa U* aatlnaCa that 1000 eolna coat $1.27 to 
ahip and (given the natsht differencial batman eoliu and bill*) that 1000 
bill! coit S a/- CO ihlp. Tha prxienC vilua of tha additional 
tram por tat ion coat* froa shipping ona dollar colna to tha Fodaral Raiarva 
Banlu Bvar the naxt thirty yaara cotala $33} BllliDna (at 2\) or $211 
atlllona (at 51) 

Froccadng coit for colni la lowar than that for bllla. For tha Fadaral 
kaaarva Bank* tha avaraga acclvicy coat of procaaatng a coin ti 00I7 al|ht 
pareenc of that of proceaalng a bill ($.34$ par thouaand for colni coaparad 
to SJ. 39 par thouaand for bllU If tha ratio of procaaalng coit aCe 

■ In proeaialng eoati froa awlcchlng to tha 
for bank*. Howavar, Hhila banka and tbolr 
branche* handle vich of chelr cash need* froa caab dapeilta that thay 
procaai Internally, any excesa cash goes to the local Fedaral Jtaiarva Bank 
and any caih ahortage la made up fron deliveries fron ths local Federal 
Raaarva Bank. Tedsral Reserve Banks charge banka for coin processing <tha 
Cleveland HtS chargaa $1.35 701 box of 1000 colna) but thay do not chaTga 
thea for b 11 pTocaialnf. Some bank* pucchaie chelr coins fron the 
transpoccaclon coopanlo. IE is report. d chJit Brlnlti charges S2.10 for a 
box of 1000 rolled colna. Although tha policy varlea by bank, thai* ootn 
charges ara often paaaed through to tha retail coin uaar*. 

The Federal Reserve Banka ara likely to have lowar eoati in both coin and 
bill procasilng Chan conoarclal banka. Tha aaln reaaon for thla la that tha 
b lis acr VB at tha FRJla elroady boxed end ataclcod Tha aajority of tha 
processing at the HtBs Is done by high speed aachlnea. In coaaarclBl banka, 
auch Bore of the aoney prDcesaing li dona by hand. Eatlaataa froa on* aajor 
bank era that the Initial processing cost of a bundle of lOOO nets* ta $.90, 
th* coat of sorting one bundle for taller* is $8.00 (and wfall* not ralavanC 
to on* dcllar bills It coats an additional $1.50 to prepar* th* bundl* tor 
an AIM oaehln*). A cost of an additional $.tO occur* on bundl** ihlppad to 
branch bank*. 

Thar* I* no data available on the total aaount of oaah that bardta handle in 
a given year. Much of tha caah eonei in and leaves at the tallara vindow 
and ia never counted. Being vary conaarvitive ve enlBaca Cha ptooaaaing 
aavinga of awltchlng to coin* by using Che quantity of on* dollar bill* that 
bank* **nd for processing to the Federel Beserve BenBu. Thl* la th* 
alniauB aaount of currency procesilng Chat the banks Bust be doing. Th* 
preaant value of the savings in proeaaatng costs is S2.tS btlliona (at 2t) 
or $1.6* billtona (at St). 

Hany of th* coin* proe****d by th* FRB never l*av* th* 1000 coin **ck in 
nhtch thay arrlv*. Sob* of th* procesalng 1* don* by might and th* coin* 
are navar aorcad or ceunCad, Counting and aorting all of tha coin* thay 
racai-va, vhich comarelel banka Bust do, vould increaaa the FRB's cost of 
coin pTBca**lng. 

Thi* ia a good eatiaata of irtiac tt Hould coat th* banka Co proc*** eotn*. 

Tha nuafcar uaed b*I* ar* th* **>• a* m u**d for th* proc***in| coat 
■avinga in tha (action on th* Fodaral Reserve Banka, 



byGoogle 



■ handing »ln la quit* lar(a. Howavar, A* UA 
>ln Hai quit* ntgatlva. Thli indicac** Chat tb* 
b«ilu haltavi Chat thay Hill faca Incraaaad coata becauaa of tha «atn. Va 
axt at a loai Ca find thoaa coata. While thaca ara torn* incraaaad 
tranaporcacton coaci thaaa appaar Co ba haavlly ouCnelghad l>y cha aavlnga 
in pracaaalnc. HomvaE, if cha banka arc able to ahlfc a larg* pareantaga 
af tba procaaalng of ana dollar bill* to cha fadaral Raaarva Bank* in*C*ad 
ot doing It Internally Che Incroductlen of a one dollac coin would itaov 
tha gain* genaratad by thta thlft. The Jedaral Riaacva Bonka do not charge 
banka for tha procaaalng of not** 'but thay do charge for che proeeaaing of 
coin, nia raalatance of tha ABA to th* Introduction of * one dollar coin 
auggeata thac the gatna thay are currently racaiving fron ahiftlng tha ca*t 
of prscaaaing hill* to the Federal Kaaarva Syatea ara fairly large 
Homvar. chia alae aeaa* unllk*ly Th* rul*a on currency end coin ahipaant 
to and fcoa che ttim are auch thac csnalilarabla procaaalng i* required 
bafora cha bllla go to the Ka**rva Bank. In addition, FRB regulation* 
prevent banka froB **ndln| and receiving good bill* in tha aaaa Haak. Bank* 
■can aend unvrappeil colna and gee vrapped coin* baoki but they are charged 
4 0375 per roll aa a wrapping charge and pay ahlpplng chargaa. Thay auat 
alao aand an additional thirty baga of colna to Cha m a waek It thay wlah 
to avoid an additional charge. In su*. irtilla thara ara poaatbilitiaa far a 
bank ta uaa cha FM to olaar out unfit bllla fioa tta aCoek af currency, 
thara doa* not aaaa to ba vary larg* coat aavtnga avatlabla trsa thi* 

10. Catt*amar* 

Part of th* aavlng* to con*UBara i* quit* aispla to calculate. Arif gain* to 
tha raac of Ch* aconoay avantually get> paaaad on to conauaara aa reduced 
ooata (CroB ch* vending Induatry, for axaopl* reduced taxea (fro> 
govamMnC laving* or a* Ineraecad value of eaaaC* <froB incraeaad proflta 
eauaad by the aavinga) . The aua of all of cha gaina aantlonad aarllar go Co 
eonsuaar* avantually. Since tha aavlng* or coat* froa tfaa other aaccora ara 
alraai^ counted there, wa cumac count than again aa accruing to eonaiBar*. 
Doing BO would double count thaa. 

Othar gain* and coata to conau>ar* ara Bora difficult to aaaaur*. Th* 
Unlveralty of Hichigan 1979 report on the accepcence of a ona dollar coin 
laportad chat >an ware quite negative about the coin. Hainly, tdkay 
preferred carrying a bill rathai than tha haavlar coin. Tha aurvay rapartad 
that Ban tended to duap Che coina fron their pockete in tba availing. Thalr 
aurvay of woaan waa nuch leee negative. That aurvay Indleatad that woaan 
tand to -carry nich sore coin than do Ban and that tha ■■allar m* dollar 
ealB waa praferrad to tour quarter*. 

Tha poor and iDdlvlduala with 

dollar coin. Fay calaphon**, 

tranaportaclon ar* axaapla* of *oBe of tha induitrla* 

uaaful to ch*** individual*. Tha abaanc* of a larger 

■akaa tha uaa of pay phonaa and laundry aachlnaa acre difficult for thea to 

uaa. In lose aajor cltiee, thoaa who purchaaa crenaportation cokena in 

larger quantltiea receive diacounta. Thea* dlacounca force choa* who cannot 

afford to buy larger quantttlaa to pay higher prlcea for cha tranaporc 

aarvicaa. A larger dancaitnatloa coin could parait tha raduetion of tha coat 

at Uw aarvlc* to thaaa poor. 
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Ttw vlaually iapatrad would gain froa tha mrttch to ■ ona dollar coin. It 
■ufticlantly dtatinetlva so aa not to b« cmfuaad vtth ch* quarur, It would 
b* oaay to Idanclfy. Vlaually lapalrad Barchanta hava difflcultlaa In 
tdantlfying notaa and faco ■ (raatar dangoc of bains offacad and accapting 
eruda countarfalta than do ochac aarahanta. A ona dollar coin raducaa thaaa 
rlaka. 

That a ona dollar coin could hav* aoB* kind of pasrehologleal attaet to 
ganaraca additional Inflation aaaaa tartatctwd. Tha naad tor a dollar coin 
la a laflactlon of Ilia Inflation that haa altaady occurrad and It ta a 
continuing Inflation ahlch will uka that naad graatar. If thata wara 
aoBathlng apacial about a ptlca of ona dollar, auch that aallara would round 
thair prlcaa to thla aoount, thta rounding would alraady ba oecuring In 
vandlDg uchlnaa that hava bill valldatara. Tba dlatrlbutlon of prlcaa la 
thaaa machinaa doa* not auggaat that prlcaa ara ca—anly roundod up to on* 
dollar. 



Total pclTBta aavlnfa 

calculation of tha praa 
la }. Ualns a raal dlae 
a praaant valua of SI 
praaant valua of aavl 
aant valuaa ara aqulvi 
Itona (uatng cha il »i 



■ aant valua of total prlvata aavlnga can ba aaan In 
aeount rata of 2|, tha aavlnga ovar thirty yaara 
4.206S bllllona. Ualng a raal dtacount rata of i%. 
nga ovar thirty yaara la SS.B639 bllllona. Thaaa 
ilant to a conatant annual aavlnga of $611.9 
ittaata) or $SA9.1S Bllllona (ualng tha SI 



Frocaaalng eoaea 
Dalay In convarting 
faro boxoa 

Vondlng wachlnaa 

Fcocaaalng and tranaport 
Validator dalay 
Aauaaaant machinaa 
Laundry ■acblnaa 
Parking aatara 
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11. Blfcllotnphr 

A CooprahMidv* Atftrmtat 
Ralatleathlpt, Exaeuelv* ■ 
of Atlanta, 1991. 

■ C. Buataw and 

Can*u( of tba laduttrr, Vandtng TImb. 1990 and 1991. 

> K. Bppa. Board 

ffatifuul Colnaga Pmpoaala, U.S. Ganaral Accounting Offlca, Raport to tha 
Chairman, Subco^lttaa on CsnauBar AEfatra and Colnaga, Co^lttaa on 
Banklni, Flnanca, and Urban AEfalra, ttouaa of RapraaantaClvaa, 
GA0/CGC-90-B8, May 1990. 

Jtaaaarcli Scady laco Hartcac Accapcanc* ot Tha Nmi On* Dollar Coin, Final 
Kaport - Fhaaa on*, Fraparad tor Dacroic Branch, Padaral Raaarva Bank of 
Oileage by Dr. Clauda R. Harcln, Jr., 1979. 

culacion, Journal of Butioaai & 
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Chairman Kildbe. Thank you very much. You answered partial- 
ly one of my questions in your last statement there. 

There is a vote on in the House, so I think before we — ^what we 
may do rather than interrupt your testimony, Mr. Schatz, is to— we 
will go over. It will take us about 10 minutes to cast our vote, and 
then we will come back and cover your testimony. 

[Recess.] 

Chairman Kildeb. We have cast our ballots, so now we are back. 
Mr. Schatz, Senior Vice President, Citizens Against Government 
Waste. 

Mr. Schatz. Thank you, Mr. Chairman. Thank you. I appreciate 
the opportunity to testify today. 

As tne acting president of the 450,000 member Council for Citi- 
zens Against Government Waste, the leading citizens' organization 
on the DoUeu* Coin Act, I fim pleased to appear before you in sup- 
TOrt of H.R. 1245, the One DoUar Coin Act of 1991. Seldom does 
Congress have the opportunity to reduce government waste while 
helping the private sector at the same time. The One Dollar Coin 
Act of 1991 would do just that by replacing the $1 bill with a $1 
coin. 

We have heard various estimates of what this would save for 
both the Government and the private sector — $218 million a year 
fivm GAO; the Federal Reserve says either $395 or $511 million; 
and Mr. McCandless, $862 million. Aside from the ffict that it is 
likely none of these will be the precise number, because estimates 
are never 100 percent accurate, the fact is, significfmt savii^ in 
the hundreds of millions of dollars can be achieved; and that is cei^ 
tainly worth pursuing, while also pursuing a balanced budget 
amendment, as Mr. Kube pointed out. 

I noted that Mr. Houghton was here, and unfortunately he de- 
parted. But as a member of the Grace Commission and eis a former 
chairman of a large corporation, I know that he recognizes that 
any reasonable effort to increeise efficiency and improve the prac- 
tices of the Federal Government should be enacted; and as a co- 
sponsor, I am sure he is in continuous support of this legislation. 

Chairman Kildbe. Yes. Mr. Houghton was called to another 
meeting. He is going to try to get back. 

Mr. SCHATZ. I understand. 

1 also note Mr. Pease, who was one of the sponsors of some of the 
original l^islation to implement Grace Commission recommenda- 
tions, shoidd also view this as something to increase the efTiciency 
oS the Federal Government. 

Now, the savings tigain, whatever they might be, come from the 
fact that $1 bills last about 17 months and are reprinted at a cost 
(^ 3.5 cents eeich. A $1 coin lasts 30 years, but only costs 6 cents to 
mint. So a coin does the job of 21 bills. 

All m»or western countries have high denomination coins, most 
of which have been issued since 1980. The Susan B. Anthony dollar 
seems to be the major culprit as to why the U.S. has not adopted a 
$1 coin. But since every country that has introduced a $1 com has 
removed the equivalent note, that is something the United States 
should do as well. 

In most countries, the exchange was initially impoputar with the 
public, but resistance quickly dropped once the convenience of a 
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high-value coin is rediscovered. And as to forcing the American 
people to accept a Jl coin, it seems to me over the years Coi^ress 
and the executive branch have forced the American people to 
accept far more offensive things in their daily lives than the $1 
coin. 

How many people have fumbled for a paper dollar to pay a toll? 
I had this problem just coming back from New York over the week- 
end. It seems to me it would be much more convenient to have a $1 
coin, reach into yoxu- pocket, into a shirt, into a jacket, toss it into 
an automatic toll madiine instead of waiting for change of a 5 or a 
10, or calculating how many $1 bills do I need. A couple of $1 coins 
would solve that problem, and again the American people would 
quickly discover the convenience &[ having that $1 coin. 
- Chairman Kildee. I get a sense of rejection when I use the 
subway system, trying to put my $1 through, and it keeps spitting 
out at me emd people keep looking at me suspiciously and wonder 
where I printed that $1. 

Mr. SCHATZ. You took the words out of my mouth, Mr. Chair- 
man. I was also going to mention the Metro. 

At a time when the deficit is r unning $400 billion a year, what- 
ever the number again — $200 mil l inn, $800 million, a billion — ^the 
lact is, it is stUI real money. We have seen metaphors on what a 
billion dollars equab, and let's just use that for this purpose. 

In 1990, 95 million personal tax returns were filed with a total 
liability of $471 dollars. That is the equivalent of almost $1 billion 
per coi^ressional district. 

Let me say that in another way. If these taxes were divided 
equally among the congressional districts, the personal taxes paid 
by the taxpayers of one congressioneil district would nearly equal 
what everyone would save with a $1 coin. In fact, in 1990, four 
States contributed less than a billion dollars in personal income 
tax to the Federal Treasury — Vermont, $791 million; Wyoming, 
$866 million; North Dakota, $917 million; and South Dakota, $971 
million. 

There is another way to view these savings. One billion dollars 
equals $1,000 in tax relief for one million American families. 
Surely, this is worth pursuing. 

The CouncU for Citizens Against Government Waste is working 
in support of a balanced budget tax limitation amendment. H.R. 
1245 will clearly help move Congress in the direction of balancing 
the budget on the side of reducing nonessential spending. 

There is a large coalition behind this bill; there are over 230 co- 
sponsors in the House. And it seems to me that the time has come 
to act on this l^i;islation, and we hope that you can convince your 
colleagues on the Banking Committee to move ahead on H.R. 1245 
and enact this bill this year. 

Thank you, Mr. Chairman. I ask that my full statement be en- 
tered into the record, and I would be pleased to answer any ques- 
tions you may have. 

[The prepared statement of Thomas A. Schatz follows:] 
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STATEKEMT OF TH»US A. SCHATZ, ESQ. 

ACTING PRESIDENT 

COOMCII. FOR CITIZENS AGAINST GOVERNKENT HASTE 

Mr. Chalrwm, tbanK you Cor tb* opportunity to 
tastily today. As th* Acting PrasldMit of Um 
450, 000-audMr Council lor Clticana Agaliwt 6ov«m»*nt 
Hants (CCAGH) , I aa plkaacd to appear betor* you In 
■ui^port of H.R. 1245, Th* On* Dollar Coin Act of 

1991. 

S«ld(» do«B Congr«aa bav* tfa« opportunity to 
rMduoe govannant wa«t« whila helping th* privat* ■•ctor 
at tba aaa* tias. Tba Ona Dollar Coin Act of 1991 trauld 
do just that by raplaclng tha dollar bill witb a dollar 
coin. In fact, both tha gov*m»«nt and privat* buslnassas 
could cut their coats by naarly $1 billion annually by 
•witching to a dollar coin. 

Th*a* aavlnga cov* froa tha faot that dollar 
billa laat about 17 ■ontta* and ar* r*prlnt*d at a coat of 
3.5 c*nta aach. A dollar coin laata 30 yaara, but only 
ooata 6 canta to Mint. Tliua, a coin doaa tba job of 21 
billa. Tha govarraant would aava Bora than SB62 Hillion 
annually if ttala cbonga ia wada, according to tba study by 
tha Dnlvarslty of Cliloago aconoalat Gaorqa MoCandlaaa. 

Bacausa coins are easier to count than bills, 
which sust if stralght«nad out by hand, tba boss transit 
industry would sava aora than $124 ■illion annually, 
according to Hr. McCandlaaa. Olt* Chicago Tranait 
Authority and tha Southern California Rapid Transit 
Dlatriet eaoh proceaa eloae to 300,000 dollar bills daily 
at a total annual cost of alaost $7 ■illion. Certainly 
there ar* batter ways to spend scarce aass transit 

I than Clattwiing dollar billal 
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All Bajor traat^m countriu bav* 
hl^-^anoBinatlon colna. Most oC lAlch bav« baan laauad 
•Inc* 1980. Mhy hasn't tha Dnitad Stataa ud* tba 
■witdi? Anawar: Tha suaan B. Anthony dollar. 

Failura to re>ova tha ona dollar bill la tb* 
■itigla biggaat raaaon tba Anthony dollar failadi tha fact 
that it waa wwily confuaad with tha quartar didn't h«lp 
■attara. 

Svary country that haa introduced a dollar ooin 
has rsMOvad tha aquivalant nota. in aoat countriaa, tha 
Change was initially unpopular with tha public, but 
rasistanca quickly dropped onca tha convmianca of a 
high-value coin la radlacovarad. 

Row Bany ol you have fuablad for papar dollara to 
pay tolla? 

How auch mora convenient would it ba to juat toaa 
a ooin or ttra into an aut^utic toll wichine than to hand 
off papar dollara and wait for cbanga for a fiva or a 
tan? Today's dollar is the quarter of the 1960's, with 
tha conaumar Prica Indax having riaan froa 29.9 in 1961 to 
136. e in 1991. 

For thoae who prefer paper bills to coins (aost 
jtaarican, according to polls) , there ia the two dollar 
bill. The reason la doesn't circulate has lass to do with 
bad luck and horse racing than with the design of caah 
raglstar drawara. Once tha dollar bill is revived, thara 
will ba an eiipty alot for tha two dollar bill. 

At a tiaa Vbm tha daticlta is running $400 
billion a yaar, a Kara $1 billion baraly aarits an 
asterisk in OMB'a budgat projection. Ha have all saan 
■ataphors on irttat a billion dollars aquals. I would Ilka 
to praaant yat anothar. 
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In 1990, 99 allllon i 
filad with a total liability of $471 billion. That's tha 
•quivalant of al*oat $1 billion par oongrcaalonal 
diatrlctl Lat aa stata that again. If thas* taxac wara 
dlvldad aqually, tba parsonal taxes reported on Torm 1040 
by tha taiQiaYera In on* congrasslonal district would 
naarly equal what tha public aaotor would aava with a $1 

in fact, in 1990 four stata« contrlbutad !•■■ 
than $1 billion In parsonal taxes to tha Federal Treasury. 
Varaont: ST91 ■illlon 

HyoBlng: S86fi Billion 

North Dakota: $917 ■Illlon 
South Dakota: S971 nilllon 

nwra's another way to view thase savings — one 
billion dollars equals $1,000 in tax relief for one 
■illlon Aaerican faaillea. surely, this Is worth pursuing. 

To parsptirase Edaund Burke, the noted English 
•conoalst and KeBber of FBrlla>ent, 'thera is no graater 
tragedy than the man who did nothing because he thought he 
could only do a little." 

niat thought can be turned into a question. If 
Congress and the A»erlcan people are reluctant to take the 
■Mall, easy savings, how can we possibly hope to combat 
the nation's deficit dileMui? 

nie Council tor Citiiens Against GoverraMnt Hasta 
is now worldng in support of the balanced laudgat/tax 
liaitation aaendBant. H.K. 1245 will help Congress Bove 
In tb* direction of a balanced Bnidgat. 

fiaoause tba D.S. Hint will need alsost three 
years to Introduce a $1 coin, the savings will not be 
realised for several years. But unlike Many budget 
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daclslonB, tha navinga from « SI coin will contlnua to 
ineraaM •ach y«ar, so that our chlldrwi and grandohildmi 
will b« tha larqaat benafleiarlea of a $1 coin, niat la 
why Congr««« HUat not dalay In paaalng tbla lagialatlon. 

CCJitm la alraady In th« procaaa of building 
graa^roots aum^t^ ^oi tha one Dollar Coin Act. Through 
OUT Taxpayar'a Action Matvork (TAN), located all acroaa 
tba nation, wa plan to ralaa public recognition of tha Ona 
Dollar Coin Act. He will educate our aotivlata aa to tha 
banerita oC the one dollar coin — to thair pockatbooka aa 
taxpayera, and to their intereata aa c 
buainess people. 

CCA6H alao works closaly with 192-1 
bi-partisan congraaalonal Grace Caucus, chaired by Sana. 
Hank Brown <R-CO) and Herb Kohl (D-NI) In the Senate and 
Raps. Oirls Cox (R-CA) and Frank Pallona (D-KJ) In tha 
Houae. Ha will urge the Caucus to act in support oC H.R. 
1245, as well aa generate intareat avong the Coalition for 
Flacal Restraint (COFIRE) , a grai;^ of Bore than 100 
buslnaas and taxpayer groupa who proaota fiaoal restraint 
and raaponalbility In the congreaaional budget proceaa. 

Hhila wuiy Aaarlcans aay »oan at tha initial 
haaale of switdiing to the dollar coin, we cannot ignore 
any opportunity to achieve govamBant laudgat aavinga and 
iiq^rova tbe privete aactor'a bottoa line. 

Z hope that tha MNbars of tha Budget Co^ittea 
will encourage their collaaguea on tbe Banking Coivlttee 
to approve H.R. 1345, so that it can be enacted during the 
102nd congreaa. 

Hr. Chalnun, thla concludea ay atataaant 
regarding H.R. 1245, and I would be happy to answer any 
questions. 
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Chairman Kildee. Thank you, Mr. Schatz. And this record will 
be printed and made available to the other committees of the Con- 
gress, and that is one of the reasons that we are having the hear- 
ing. 

Mr. Benfield. 

Mr. Bbnpield. Thank you, Mr. Chairman. My name is Jim Ben- 
field. I am a partner with the firm of Bracy WiUiams and Company 
and Executive Director of The Coin Coalition, a group of 29 associa- 
tions, transit authorities, and companies that support the One 
Dollar Coin Act. 

I know that the focus of this hearing is on governmental savings, 
and The Coin Coalition represents primarily the private sector. But 
the savings of a SI coin accrue to the public and private sectors for 
exactly the same reason. 

In large quantities, paper is difficult to handle; coins are easy. I 
brought with me two photographs. This is the cash room of the 
Chicago Transit Authority. Here is a second photo. There are 30 in- 
dividuals pictured here. They do nothing 8 hours a day, but 
straighten and stack $1 bills. They Eu*e not even counting them. 
They are just facing them and stacking them. The Chicago Transit 
Authority spends $2 million a year with this type of exercise. 

Professor McCandless has estimated that mass trfinsit nation- 
wide spends $124 million a year just straightening $1 bills. 1 talked 
to the Washington Metro, their operations people; I said, gee, with 
a $1 coin, even though you have bill acceptors on your fare card 
machines, you could use them more quiddy, because you won't 
have the high rejection rate. So you would have shorter queues. 

And they said no, wait a second, not necessarily shorter queues. 
We wouldn't need eis many fare card machines. I said, well, what 
do those things cost? Fifty^ thousand dollars apiece. So those are the 
kind of saving you get into. On processing Washington's Metro, 
even with their modem system, it would save $450,000 a year. 

Vending has exactly the same problem. Paper is difficult to proc- 
ess. Bill acceptors cost about $400 apiece on a Coke or Pepsi ma- 
chine, or an amusement game. But a factory-equipped $1 coin 
mechanism would cost only about $40. There is eUbo a simple envi- 
ronmental analysis. These terms are becoming new. This [holding a 
$1 bill] is a disposable; this [holding a coin] is a reusable. And ev- 
erybody knows that reusables are better than disposables. 

Although Professor McCandless estimates that annual average 
savings would be aroimd $862 million, we think it is appropriate to 
round that up to a billion dollars. Why? Because if the coin-operat- 
ed industry is allowed to operate more efficiently, one presumes 
their ,^^fits will be n'eater, and that means more taxes will be 
paid. That is very dimcult to quantiiy, but I don't think anybody 
could aigue with that. If that weie not true, the alternative is that 
the market pressures would force vendors to either lower prices or 
to fore^ future price increases. The $124 million that mass transit 
would save, I think should also be factored into the savings. They 
are quasi-governmental. 

As you can see in my prepared statement, every Western eco- 
nomic power has made we change to high-denomination coins. The 
reasons are familiar. Let me read a couple sentences from a recent 
press release of the Swedish Central Bank: The 10-Krona note is no 
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longer of sufficient value to demand careful handling, and has 
come to be regarded as small change and is handled accordingly. 
This reduces its circulation level. Although it costs less to print a 
note, a coin lasts considerably longer and entails an eventual sav- 
ings. 

So whether you read this in Swedish — I can show you newspaper 
articles in Singapore — it is the same in every country. Paper is dif- 
ficult to handle. 

Finally, I weint to show you — my wife asked last night, Jim, are 
you bringing your walnut shells with you? And in The Coin Coali- 
tion, we cfill this the shell game. Sometimes people say, wait, would 
you do that again; I didn't quite follow. But here is how it goes. 

"Every cash transaction that you make entails a lot of $1 bills, 
sometlung either requires one or two bills. If something costs $38, 
you are going to handle two or three; if something costs $1, you fire 
going to handle one or four. You may get lucky and not require 
any $1 bills at all, something divisible by five. So you need a lot of 
$1 bills. 

Under our s^tem, if something cost $1, you would use a coin. If 
something cost $2, you use a $2 bill. Or if you are at a downtown 
parking meter, instead of these 8 quarters, you are going to use 
two $1 coins. We think the public will find that convenient. If 
something costs $3, then use a $1 coin with a $2 bill. If something 
cost K then two $2 bills. 

Also, looking at the governmental savings aspect, here are two 
$2 bills at 3.5 cents apiece, here is [holdmg 4 $1 bills} 14 cents 
worth of printing; we are going to cut that cost in half. Here is 
over 30 cents worth of minting costs [holding 8 quarters]. We are 
going to cut that down to 12 cents. So you save a lot of money in 
quarter production, a lot of money in printing expense. And most 
importantly, you don't see a lot of $1 coins here. Instead of 10, you 
are going to see two. 

So the public does have an option. We are not forcing coins on 
them. They can carry a $2 bill, and we expect — not that we advo- 
cate it, but we expect that we could not prevent it from circulating 
if we wanted to. 

Now, one other consideration here is that the United States Mint 
has said they need 30 months to design a coin. That is 30 months to 
design, test the dies, and build a starting inventory. Therefore, the 
potential savings cannot begin until at least 1996. Therefore, if 
Congress and the administration are serious about the budget defi- 
cit and the balanced budget amendment, we must pass this legisla- 
tion sooner, rather than later. 

Thank you very much. 

[The prepared statement of James C. Benfield follows:] 
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' The Coin Coalition 



Statament of 

Jaaes C. Benfleld, Executlv* Diractor 

Vta COIN COALITIOa 

fiatore The 

House Budget Task Force on 

EconoBic Policy, Projections and Revenues 



iBtrodnatittB 

The Coin Coalition, a group of 39 associations, 
transit authorities, and conpanies. strongly supports the 
One Dollar Coin Act of 1991 (H.R. 1345). 

The United States currency systeii, fundamentally 
unaltered during this century, is in desperate need ot 
nodemization — specifically, a circulating dollar coin. 

With paper bills, we cannot naKe a long-distance call 
on a pay phone, buy a Sunday paper tron a street box, 
drive through a toll booth, or use a long-tera parlcing 
meter. We wait as subway tare machines reject, then 
slowly accept bills. A well-designad $1 coin would reduce 
government spending, eliminate the need for costly mass 
transit fare-box conversions, and hold down the cost ot 
vending machine products, but it also would remove various 
hidden costs of the outmoded SI bill. A $1 coin would 
eliminate numerous inconveniences for all Americana. 

Because of inflation, today's dollar has the 
purchasing value of what a quarter bought in the iseos. 



'Ba over $863 million annually. Coins 
last 30 years] cost eC. Bills last 17 months; cost 3C. 
Therefore, 21 bills are needed to do the job of one coin. 

Hass transit saves $134 million annually. Bills cost 
up to 3C each to count. Los Anqeles and Chicago systems 
count 300,000 bills daily. U and Chicago ooabined would 

tv* almost $7 Billion annually, coins would create 

ister moving lines at farecard machines. 

Visually impaired would B>e able to make small purchases 
conveniently as SI coin would be easily distinguishable 
from other coins. 



Public will have the option of carrying $3 bills. 

All industrialized countries have successfully introduced 
high-denomination coins and eliminated equivalent paper 
note. "Otm United States now has coins with the least 
purchasing power of any major country. 

t new SI coin should be golden in color; have smooth edges 
and surface features to aid the visually impaired; have 
tbe same dimensions as the Anthony dollar. Host mass 
transit fare boxes, vending machlnem, and coin counting 
equipment are ready for an Anthony-sized coin. Changing 
dimensions would require retrofitting these machines. The 
Canadian "loon" SI coin, irtiicb bam replaced Canada's $1 
bill, is an eicc«llent prototype. 
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I. aovamBaat would •«▼• at Laast $8*2 Million jumnally. 



1) $S0 million (prasent value dollars}. In 1979, Williaa 
Wallace of the Federal Reserve outlinad a sinpla methodology 
in testimony before the House Banking Coisiiittee Thtt 
analysis considered only the cost and life of a coin versus 
a paper note. Interest avoided through seigniorage, 
portfolio earnings on keepsake notes, ate. vara not factored 

2) S31S Billion (present value dollars). In Hay, 1990, tha 
General Accounting Office estimated that tha faderal govam- 
ment annually would save $318 million, on average over 30 
yaara. In the opinion of tha Coin Coalition, the GAO made 
thraa major arrors: assumed a 100» return rate for out- 
standing Si notes, used 2 04 to calculate Intarast avoidad 
through seigniorage and understated production savings. 
There errors resultad in a gross underatateaent of savings. 

3} SBe2 million (present value dollars). In Octobar, 1991, 
University of Chicago Prof. Gaorga T. HcCandless estimated 
that savings to the federal govamment vould be between $862 
and $886 million, on average, over 30 years. Bacausa 
Hccandless reexamined the assumptions used In tha GAO study, 
we believe his astinata to ba aora accurate. 

4) $224 million (cash flow dollars). In Novanber, 1991, tha 
Congressional Budget Office estimated that during the second 
year after the coin's introduction, savings would ba 9224 
million. Tha GAO also prepared an annual savings estimate 
in cash flow dollars. A comparison of the first five years 
after tha $1 coin's introduction follows. 



The Coin Coalition agraaa with tha GAO that "using cash flow 
dollars . . . overstate future values by aaking them aquivalent 
to current values." That is why tha Coalition uses tha "prasant 
value dollar" estiaata of Prof. HcCandless. 

However, in making n< 
is more appropriate. 

naar-tera estimates. 



II. roralgn Bigh-DanoBiaation Cains ■uaeassfnl 

All of the aajor industrial ix ad countriaa, axcapt tha Dnltad 
States, have adjusted their coinage aystaMS for inflation by 
raplacing low -de nomination bills. Koat countries hava Bada these 
changes since 1980. 



Initially tha coins v»r» not popular in sost countriaa, but 
tha public soon discovarad the oonvenianoa of the imm coin, and 
no country haa found it naoasaary to ratum to papar. nta Bnltad 
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states la the only country to have failed with a high- 
denomination coin — the £usan B Anthony- Host experts agrae 
that not removing the $1 dollar bill was the primary reason Cor 
the failure {K R. 1245 requires the phased removal of the $1 
note. The Coin Coalition uould urge the veto of any dollar coin 
legislation that did not contain this provision.) 

Th« Canadian Bxperianoe. Canada introduced its golden 
colored $1 coin (called the "loon" on July 1 1987- Th« last $1 
notes were printed on April 30, 19B9 the last notes ware laeuad 
on June 30, 1989. The removal of most circulating $1 notes was 



Rep. Eateban Torres, Chairman of the House Banking 
Subcommittee on Consumer Affairs and Coinage, requested on March 
20, 1992 a study from the General Accounting OtCice "on the 
Canadian experience with the dollar coin and •liMinatlon of its 
paper dollar." The <;ao was aslced to "prepare testimony to b« 
delivered before the subcommittee this fall." 

The Coin Coalition haa had •xtenaive conversations with 
officials of the Royal Canadian Hint, Canadian mass transit 
otficiala, and ownera of vending operationa. From theae 
contacts, it is our l»eii«[ that th« Canadian "loon" has baen an 
unqualified success. 

Because Canada'a coina are ainilar in siis, appearance and 
purchaaing power of U.S. coins, the Canadian experienc* provides 
the beat model In the world. 



Spain 


500»/200-peseta 


S4.98/S1.99 




500V100-yen 


$3.85/$0-77 


Switzerland 


5/2 Swiss francs 


S3.38/$1.35 


Etenaark 


20*/ 10- kroner 


S3.21/$1.S1 


Germany 


5/2 Deutsche Mark 


S3.11/S1.24 


Netherlands 


5V2.5-gullder 


52.76/S1.38 


Prance 


10/5-franc 


Sl.SS/SO.M 


United KlngdOB 


1 -pound* 


SI. 82 


Sweden 


lO*/5-kroner* 


51.73/S0.86 


Ireland 


l-pound (Punt)* 


S1.6« 


Mexico 


SOOO-paso* 


$1.62 


Australia 


2 -dollar*/ l-dollar 


S1.51/S0.76 


Norway 


io*/5-krone 


SI. 59/50-80 


Finland 


5-markka 


$1.15 


Canada 


l-dollar* 


$0.83 


Singapore 


l-dollar* 


$0.61 


Italy 


500-lira* 


$0.41 


United States 


quarter dollar 


$0.25 



'issued since 1980 (exchange rates as of 5/13/93) 

IXZ. other Oavaniaental savings. 

Mass Transit. Because every public transit syste> In the 
trnitad States receives governmental subsidies (fsdsral, state and 
local), federal tax payars hav* an interest in knowing that their 
■oney Is being used elliciently. 

Processing $1 coins instead of $1 bills would save tha aass 
transit industry over S124 Billion annually in equipaent 
purchases, maintenance, and processing of $1 bills, according to 
Prof. HcCandleaa. Bus and rail systeas, large and SBall, are 
affected by the inefficiency of $1 bills. 
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According to HllliaB C. B*utow, Vic« Prasident Finance/ 
Tr*aaur«r, Chicago Transit Authority, "Bill* are count«d at a 
coat of S23 per thousand. Coins can b* counted tor $1.64 par 
thousand coina." 

Thomas Rubin, controller~Traaaur*r of tha Southsr California 
Bapid Transit District, testified on November e before ths House 
Subcommittee on Consumer Affairs and Coinage that the $2 B^illion 
in $1 bills received weekly by the SCBTD are sold to fl cash 
counting contractor at a little leas than S ■98 on ths dollar A 
$1 coin vould save $3.5 million. This money could be used to 
provide additional transit services and would generate an 
additional $2 5 million in farebox revenues from new passengers. 
Elimination of the Si bill would eventually result in a reduction 
of about 50 positions (10 SCRTDt 40 private). However, ths new 
transit services would require hiring 60 additional bus 
opsrators, mschanics, service attendants, and first line 
management positions — a nat gain in total positions. 

VsBdiBg. The forced use of bill acceptors due to the 

failure of the Anthony dollar to circulate has added nalar coat 
(approx. $400] to each vending machine so equipped. The 
Increased equipment investment, maintenance costs, and customer 
transaction times, combined wltt the absence of adequately valued 
coins have further reduced the already marginal profits for aost 
vending businesses. The cash room efficiency also will be 
increased because coins are easier to count. As with the wass 
transit industry, coins are a deterrent to theft, collared to 
paper bills. 

If a circulating $1 coin increases the afficiencY and profit 
margins for coin-operated businesses, then three results are 
possible: 

1) Private sector businesses will pay increased taxaa, because 
they will realize greater profits. 

2) Vendors able to operate on the saaa profit margin will force 
competitors to lower prices to consumers. 

3] The need for future price incraases will be reduced. 

Prof. HcCandlesB estimates that annual savings to the 
private sector (including local govemasnts) are at least $549 
nil lion. 

Savings that might accrue to the Padaral treasury in the 
form of increased tax revenues or decreased expenditures is hard 
to quantity. Yet, combined with tha $863 Billion already 
projected, the Coin Coalition feels that the total benefit to the 
federal treasury could exceed $1 billion annually. 



Note: An extended statement of the Coin Coalition that focuses 
on the private sector needs for a $1 coin is found in ths 
Novewber 6, im hearing record of the Subcoaeittae on Consumer 
Affairs and Coinage, Serial Ho. 102-81, beginning on page 343. 
This statement also is available froa the Coin Coalition. 
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Chairman Kildee. Thank you very much. 

We ai^reciate the panel. I have some formal questions. Let me 
ask a few informtil ones first. 

In retiring the $1 bill — and all of you would agree that if we 
were to go into the $1 coinage, that retirement of the $1 bill, paper 
dollar, would be an essential part of that — ^would thev be retired as 
tliey wore out in the usual process, or would there be a means of 
turning those dollars in? 

How would you anticipate the Government would handle that? 

Mr. Au^N. Maybe I should respond to that, Mr. Chairman. 
Bills don't have a verv long life, and it is, in pEirticular, shorter 
than the time in which the Mint would be producing the replace- 
ment stock of coins; that is, that would be a several-year period. So 
tiie logical thing would be to take $1 notes out of circulation as 
th^ wear out. 

Qiairman Kildee. As they wear out. 

Mr. Allison. That would be the logical and probably the most 
efficient thing to do. 

Chairman KiLnEE. That would vary from — some would be near 
their 17-month lifespan at the beginning, and some would be rela- 
tively new, so within about 17 months you would have the majority 
ctf them retired in some way then, right? 

Mr. Allison. Well, that would depend 

Chairman Kildee. Maybe halfway through that cycle. 

Mr. Benfield. It can be very sharp. I know in Canada, the $1 bill 
remained out there for over 2 years; and then all of a sudden they 
made an executive decision, so over 2 months thev disappeared. So 
retailers will stay with one standard and then fdl of a sudden flip 
on the new standard, because the double standard is very, very 
time consuming, very inconvenient. 

Mr. Allison. The timing, I might add, would be driven in very 
substantial part by the ability of the Mint to produce the replace- 
ment stock of coins. That would drive the process. 

Mr. KoLBE. Would the gentleman yield? 

Chairman Kildee. Yes. 

Mr. KoLBE. That was the question I wanted to ask. Is it realistic 
to be able to gear up to replace the paper with coins so that the 
phaseout could be over a 17-, 18-month period? In other words, is it 
possible to have production sufficient that, as paper dollars are 
turned in to the Federtil Reserve, they axe replaced with coin? 

Mr. Allison. I really shouldn't answer for the Mint, but m^ im- 
pression would be that it would not be costeffective for the Mmt to 
acquire sufficient new equipment to produce a large initial invento- 
ry of coins, only to revert back to a system in which they only need 
to produce 5 percent of the initial inventory each year, m the 
future. 

I would say, I would say as a layman — not speaking for the Mint, 
but as an observer of this process — I would think it would be more 
efficient to spreeid that out over a few years, such that they would 
have a smaller investment up front in minting equipment. 

Mr. McCandlbss. The reports I read about the Mint's proposEils 
on this suggested the same thing, that they would stretch it out 
over a longer period. 

Mr. Kolbe. Mr. Chairman, I don't want to take your time. 
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Chairman Kildkb. Go ahead. 

Mr. KoLBB. The other alternative would be to delay production 
while you build up, and then to do it over an 18-month period. 

Mr. Allison. Certainly, certainly. 

Chairman Kujjbe. A couple of bankers or a few bankers I have 
talked with have raised this question. The Federcil Reserve does 
not charge banks for counting $1 bills, but it does charge banks for 
counting coins. Some have expressed some concern that a $1 coin 
will increase their costs because they do chaise for counting coins. 
Have you thought about that and how that might be handled? 

Mr. Allison. Yes, Mr. Chairman. I might ciEiriiy that, if I may. 

The Federal Reserve accepts coin deposits and note deposits free 
of chai^ from depositing institutions. I think the cost Uiat banks 
refer to is the cost of having coins wrapped. We — the Federal Re- 
serve System has uniform standards for ite cash services. 

We require institutions to both deposit and withdraw notes and 
coins in specific quantities. Those quantities are $1,000, which is a 
bundle of notes strapped in 10 100-note straps. That is the stand- 
ard. And for coins, we both receive coin and pay out coin loose, in 
bags, the dollar amount varying from denomination to denomina- 
tion, but 1 think it is |2,000 in a bag of $1 coins, $1,000 in a bag of 
quarters, for example. That service is provided free. 

Now, if a bank's customers want Uieir coin wrapped, then the 
bank has to pay — the commercial bank has to pay to have the coin 
wrapped. In four of the Federal R^erve Districts, it can pay the 
Federal Reserve Bank to wrap that coin, or it can pay a private 
company to do it; emd the EU*mored car comptuiies all provide coin 
wrappii^ as a service. And I might add it is a fairly competitive 
service, and it is there for a fairly competitive price. 

I would just observe that that ia not the only cost involved to 
banks. That is, just as the Federal Reserve System finds it a lot 
cheaper, and certainly the transit companies nnd it a lot cheaper 
to process coins than paper, I think commercial banks would have 
some other savings in processing coins. I grant that, to the extent 
that their customers need wrapped coin, they would have to pfQ^ 
for the wrapping. 

Chairman Kildbe. At this point I will defer to Mr. Pease find 
come back with some questions after Mr. Kolbe has his. 

Mr. Phase. Thank you veiy much, Mr. Chairman. I will try to be 
brief. 

I appreciate the testimony of ihe witnesses. Is there agreement 
that if there is a $1 coin that the $2 bill ought to be continued, or 
would some of you feel that we ought to eliminate the $2 biU as 
well? 

Mr. Bbnfikld. We feel that the $2 bill could be a vehicle to help 
speed the introduction of a dollar coin. We were talking about 
bi^yingexcess capacity for the Mint to meet additional demand for 
coins. We have the capacity at the Bureau of Engraving and Print- 
ing to print $2 bills. We would have excess capacity if the $1 and 
$2 biUs were not printed. Let's use the $2 bill to help the transition 
and get us away from the $1 bill as quickly as possible. We see it as 
a transition vehicle. 

We also think it is symbolically important that we are not forc- 
ing the public to cany coin. It is important that they do have a 
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raper option. So we do think that the $2 bill actueilly makes sense. 
We are open. We do not advocate the $2 bill, but we think that it is 
a good transition denomination. 

Mr. Pease. Does anyone diBagree with that? 

Mr. AiiLisoN. The Federal R^rve Board has not formsdly consid* 
ered this question, but based on previous positions of the Board, I 
believe the Board would favor a $2 coin. 

Mr. Pease. A $2 coin. 

Mr. Aluson. Rather than a $2 bill. If there were to be a two 
dollar denomination, if a $2 denomination is to be used, then I be- 
lieve the Federal Reserve would prefer it to be a coin, 

Mr. Pease. Okay. Is there any agreement at all on what the 
design of the coin would be? Would it be the Susan B. Anthony 
dollar, or would it be something quite different? I suppose Mr. 
Kolbe, do you have your 

Mr. Kolbe. Mr. Chairmeui — Mr. Pease, we have tried, in intro- 
ducing this legislation, to suggest different desigtu. I think it is ad- 
visable not to do that. 

Mr. Pease. Not to use the Susan B. Anthony. 

Mr. Kolbe. Not to use any specific design in the legislation. I 
think that oi^ht to be left up to a design committee. 

Mr. Pease. I think Senator Cranston had a pretty good experi- 
ence this year trying to redesign coins. 

Mr. Kolbe. That is right. 

Mr. Pease. Mr. Schatz, in your comments it sounded quite a bit 
to me like you were saying that we know what is good for the 
people, Euid that the people will like it once we do it to them. Did I 
mismterpret what you were saying? 

Mr. Schatz. No. All I said, Mr. Pease, is that the Congress and 
the executive branch have done thin^ that people would find 
much worse than accepting a $1 coin, not necessarily that we 
should force it on them. 

I think some of the things that Mr. Benfleld and others have said 
about maWing the transition easier, because obviously not everyone 
would view it as we do sitting on this panel and as the cosponsors 
of the legislation do; clearly there is going to be some resistance. 

People are used to things, they don't like change, and they don't 
like the Government telling them what to do. But as I said, I think 
if the benefits are widely disseminated and there have been lots of 
editorials, lots of articles — we have printed one in our newsletter 
which goes to 450,000 people around the country — as well eis to 
daily papers. 

I tlunk if you get the media to help out with this transition, to 
convince people it is worthwhile — because as I said, there has been 
widespread support— the press can play a very bi^ role in this. 

Mr. Pease. Is there any evidence at aH of pubbc demand for this 
change? Have there been any nationwide polls asking people 
whewer they want a |1 coin or not? 

Mr. Schatz. Mr. Etenfield, eis chairman of the Coalition, may 
know that. 

Mr. Benpield. I think with a 3-year lead time there is a dai^er 
of waiting until the system is totally broken before you start to fix 
it. At the point that newspaper racks and people — poor people not 
having access to telephones and parking meters being ripped out — 
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the public hates using automated teller meichinea — when we get to 
that stage and people say something is wrong here, then add 3 or 4 
years to Ex it. And so we feel that oy 1996, this coin is going to be 
more than welcome. 

Mr. ScHATZ. If I could just add to that, Mr. Pease, the surveys 
are helpful in some cases; in other cases, you need to convince 
people of the benefits. You are talking about saving money, and I 
am not sure that there are people around the country that want to 
see us indeed waste money, and we do consider this a waste of 
money. 

Mr. Pease. Well, to repeat my question then, have there been 
any polls which asked the public whether they wanted this or not? 

Mr. KoLBE. Mr. Chairman, could I respond? 

Mr. Pease. Yes. I would be happy to yield. 

Chairman Kildee. You are here both as a witness eind as a 
Member. Please. 

Mr. KoLBE. Mr. Chairman, yes, again Mr. Benfield can speak 
more specifically, but let's be blunt about it. The polls do show that 
the public does not favor the coin dollar. But then I have not found 
too many things that the public suggests that they do want other 
than cutting our sfdaries or foreign aid that they wemt to do to bfil- 
ance the budget, but they -want a Daltmced bud^t. 

And my point was that I think that leadership — ^I said this in my 
opening remsirks — that leadership is going to be required, and this 
is certainly one of the less painful things that we can do where 
consumers in the end will clearly benefit, and I think it will be eic- 
ceptable. 

Mr. McCandless. There is a point that I made, if you are asking 
people, do they want to use a coin while everybody else is kind of 
simultaneously using bills, the answers is going to be directly no. 
And the question is about converting firom a bill BtandEU*d over to a 
coin standard. That is a lot — ^I mean, that is a hard jump to malte. 

I suggested the difficulties with respect to the hockey league in 
making a similar kind of jump. Once the jump was made, every- 
body wEis better off. And the hockey players knew they were better 
off; but they wouldn't make the jump beforehand, and they would 
have voted against it if they were asked to wear a helmet before- 
hand. So that Ic^c is eEactly consistent with what is going on in 
this problem, 

Mr. Pease. Well, Mr. Chairman, I ^ust mention that true liberals 
like myself are alwa^ leery of havii^ the government substitute 
its wisdom for the vnsdom of the people and forcing things upon 
the people that they don't ask for. Popularly, some people who say 
they are conservativeB have stiid the same thing, but in this case, 
at least, they appear to be willing to act differenuy, with no offense 
intended. 

Finalhr, I would just like to say, Mr. Chairman, I think it is 
again Mr. Schatz who talkwl about phasing in this idea — ^was that 
you, Mr. Benfield? 

Mr. Beneibij). Yes. 

Mr. Pease. It seems to me that we might try to time this so that 
we resurrect a $3 bill in 1996, about t£e time that the balanced 
budget amendment will take effect, and in my view, they would be 
equally phony. 
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Thank you, Mr. Chairman. 

Chairman Kildee. I don't think I will respond to that conunent. 

Mr. Kolbe? 

Mr. Kolbe. Thank you, Mr. Chairman. I would just say in re- 
sponse to Mr. Pefise's comments, I am very conscious of public 
opinion and the importance of having public opinion on our side in 
this. 

As I Bu^eated in my opening remarks, this is one of those issues 
where I uink the Susan B. Anthony faUed in large measure be- 
cause we didn't do the work of developing public opinion. There is 
a much broader coalition that existed before on this, and I think 
public opinion can be brought along. 

We are accused in this Congress of not leading. We are accused 
of not having innovative and creative ideeis to save money. This is 
one that clearly does, and I think tdl the testimony has shown that, 
in the long run, the public will be better off and happier for it, but 
there is an initial resistance. I would just suggest that I think some 
leadership on the part of CongreaB in this area is goii^ to be less 
painful here; there will be some other areas that we may have to 
make some decisions about how we Eu*e going to achieve a balemced 
budget. 

I have heard a lot of this testimony before, but I think today's 
testimony was extraordinarily precise and on target; and I am very 
appreciative, particulfirly since I haven't had an opportunity to 
hear Mr. Allison before, his comments. I have just one or two very 
quick questions. 

Mr. Allison, did you consider that eis a one-time item in your sav- 
ings? 

Mr. Allison. No, I didn't. 

Mr. Kolbe. Do you think that could be a significant factor? 

Mr. Allison. I wouldn't have any way of estimating; except per- 
haps by looking to some of the foreign experience, I wouldn t nave 
any way of estimating what that might be. 

Without question, there would be some increase in collecting $1 
notes if the $1 note were going to be withdrawn from circulation. 
That has happened in practically every other coin-and-note change 
that I am aware of. 

Mr. Kolbe. Something tells me that it might be fairly substan- 
tiaL If I knew the paper dollar was going to be phased out in 18 
months, I would want to rush out and get a few fresh ones and just 
save them. 

Mr. Allison. That might very well happen, and I did not take 
account of that. 

Mr. Kolbe. I think the comment about the $2 bill we got by sur- 
prise, but I think we feel we have got to get the $1 coin before we 
are ready to be there to talk about the $2 coin. 

One other question, and on the opposition from the American 
Banking Association, from ABA on this. Is it strictly related to the 
wrapping costs of coin, or is there — do banks charge a fee for proc- 
essing paper? Do they get paid for processing paper that they 
would see as a loss? 

Mr. Allison. I am not aware that commercial banks charge their 
customers explicitly for processing deposits. It may be included in a 
bundled price for eui array of services that a bank provides a cus- 
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tomer, including, obviously, a checking account, a line of credit, 
and so on; so there would be — there is, no doubt, some charge built 
in for proceseii^ deposits. I would just ai^ue there are bound to be 
offBets for a commercial bank, as well as for a Federal Reserve 
Bank, in handling coin. 

Mr. KoLBE. It would seem to me there would be. That is why I 
am piiTTling at the oppoeition which continues to persist, and 
maybe some other members of the panel might have some thoughts 
about that. 

Mr. McCandless. Some of the resistance I have heard about 
deals with the transport costs of using 

Mr. KoLBE. Using armored cars? 
- Mr. McCandless. Right, because the cars are much heavier to 
treuisport. And as I mentioned in my prepared statement, there is a 
trade-off on that in the reduced amount of quarters that they 
would have to transport. I am not sure where that falls out in 
terms of the actual total transporting costs. But they — at least in 
what I have read, they haven't recognized that part of the savings 
that will accrue. 

Mr. KOLBE. Gentlemen, it looks like you ought to get the Ar- 
mored Car Association. I don't see them down here. 

Mr. Benfieij). I emi in touch with them. 

Mr. KoLBE. Okay. That is all. 

Mr. ScHAiz. Mr. Chairman, if I may Eidd one other comment in 
response to Mr. Pesise, when the idea of military base closings 
came up, there was a great deal of resistance, not just from mem- 
bera, but from certain aspects of the public. It turned out we 
needed a commission to finally get that going, but it was done, and 
there was ample evidence that over the long term it was good for 
meet of the communities in which it occurred. 

So it strikes me again that there are examples of where Congress 
has eventually, in this case, done things that people didn't think in 
some cases would be such a good idea, but did in fact work out to 
everyone's benefit. 

And, agEun, I reiterate, when you are looking for budgetary sav- 
ings, when you are looking to balance the budget, everything 
should be strongly considered on the side <^ saving money. 

Chairman KnioEE. Mr. Benfleld? 

Mr. Benfield. Yes. One more point on that. 

In every foreign country where this has been done, it is initially 
unpopular. Canada, 22 percent favorable rating before introduc- 
tion; after introduction, it shot up to 52. About 6 months later, it 
fell back down to 39. A third like it, a third hate it, and a third 
don't care. 

We see no reason to expect that the U.S. experience would be 
any different. Initially, the public does not like clumge of any kind. 
I have done a lot of raiidio talk shows and where the hoet spends 15 
minutes with me explaining the need for a $1 coin, people call up 
and say, wow, I never thought of it that way. When people have 
the facts, they like it. 

I have talked personally to over 50 newspaper editorial boards 
where I go one on one with an editorial writer, I have yet to ^t a 
negative editorial. When they have the facts they say, oh, I didn't 
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know that. Why haven't we done it? I just don't have the time to 
talk to 200 million people one on one. But they will accept it. 

Mr. Pease. Mr. Chairman, I appreciate those comments. It does 
bother me a little bit, though, when groups presume to come in and 
tell the people what is good for them. This sounds to me like a case 
where Citizens Against Government Waste is proposing to do that, 
and maybe it is what is good for them. But it is contrary to the 
rhetoric one sometimes hears from people who glibly support cut- 
ting out waste, fraud, and abuse in government. 

Cheiirman Kiuiee. Let me ask you a question. I have often been 
puzzled why the 50-cent piece, when I was growing up a very 
common coin, disappeared from use vlrtueilly; and it ia my recollec- 
tion, it coincided with introduction of the Kennedy 50-cent piece. 
Can you explain why we don't use 50-cent pieces generally in circu- 
lation? When I w£is a child, it W£U3 a common coin. 

Mr. Benfieu). There is no pocket economy to it. This [holding a 
50-cent piece] is exactly twice as heavy as this [holding a quarter]. 
So if you are worried about wei^t, two quarters is exactly the 
same weight as one 50-cent piece. 

Vending machines have difficulty, because there is a huge ratio 
of sizes that the coin mechanisms would be required to handle. 
That would be awkward. So the vendii^ industry has shunned the 
50-cent piece. Therefore, the only place you can spend the 50-cent 
piece is with another human being. It is inconvenient. 

And then you get into a cash register design problem, a penny, 
nickel, dime, quarter, spare rolls over here [holding a cash drawer]. 
There is no place to put it. That is why the $2 bill doesn't circulate 
either, no place to put it. 

Chairman Kildbe. When I weis growing up, the 50-cent piece — 
the coin operating machines were not as common as they are now, 
and the 50-cent piece was a very, very common coin; and it is my 
recollection, they seemed to disappear from circulation at about the 
same time as the Kennedy dollar. 

I know people were saving the Kennedy dollars — half dollars, I 
should say, but for some reason, one very rarely sees now a 50-cent 
piece. I am not satisfied with the answer. 

Mr. Benfield. I think another reason might have been that the 
Kennedy half dollar c£une in at the same time that we took silver 
out of coinage. So r^ht away, with the Franklin half dollars, 
people sfud, wow, those are silver, I am going to hang on to those. 
The Kennedy half dollar was popular as a keepsake, and they just 
lund of disappeared. 

Chairman Kildee. That is interesting. I notice in your Coin Coa- 
lition you have a number associated with the blind. Why would the 
blind find the coin more acceptable than the $1 bill? 

Mr. Benfield. All paper money feels eilike. The blind do quite 
well, and I am careful not to make this a handicapped issue; it is 
not. Blind people do just fine in the marketplace. However, there is 
still the fact that a $1 bUI feels like a $20 bill. So they are a little 
more dependent on somebody else. 
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With a $1 coin, I now have total freedom to make a smaU pur- 
chase in total cooildence. Coins feel different; all paper money feels 
alike. 

Chairman Kildee. I think Congress does sometimes, lead, some- 
times reflects. I think that the American people could benefit if we 
are going to do something like this from some prior education as to 
the fiscal savings. 

The fiscal savings are an argument that is cogent for me. If we 
CEUi save the amount of doUcu^ that have been suggested here, 
those are significant dollars, and we are desperately trying to find 
ways of saving the taxpayers doUara. And the taxpayer has one ele- 
ment where Uiey cem be convinced that something is right, is if it 
will save dollars. I think that any of you in your capacity can get 
that message across to the American people, that is probably tiie 
best way to get the message across to the Congress of the United 
States. 

I live not too far from Canada. I am one of the few, when I go to 
Canada, I drive south, and I have found that transformation of atti- 
tude in Windsor, right across from Detroit, that the acceptance of 
the coin now is relatively high, wheresis initially it was not looked 
upon with much fondness. So I think that has been the case. After 
the fact, they begin to see some conveniences there where they do 
find acceptance. 

But I think prior to the fact, to the d^ree that the American 
people, the taxpayer, can be convinced that this can be part of a 
fiscal package, a savings of their dollars, really, that that could be 
helpful to the Congress. So all of you could play a role in doing 
that. 

I think this has been a great hearing this morning. I really ap- 
preciate the fact that you responded to the questions in your testi- 
mony that I put in my letter, so that it made our necessity for 
asking a lot of questions less needed this morning. 

I would like to leave the record open for any further written 
comments. Either from the members here or others who wish to 
submit comments, we will leave the record open for, without objec- 
tion, for 10 additional days for any further comments. Mr. Kolbe, 
would you care to make any closing remarks? 

Mr. Kolbe. Mr. Chairman, just to say thank you very much for 
holding this hearing. I think it has been helpful; I think the testi- 
mony has been good. I think this is part of the process that you 
described, of helping to educate Members of Congress, as well as 
the public at lai^e, through the use of the media, as the medium to 
reach people. 

I am veiy appreciative of the fact that you held this hearing. 
Thank you. 

Chairman Kildee. That is why I felt it was a proper subject of 
- study by the Budget Conmiittee, because the Budget Committee, 
above all, has responsibility to try to set priorities, reduce costs. 
There are other committees in the Congress who have that legisla- 
tive responsibihty, but this is a budgetary matter, too, so we felt 
that the Budget Committee should get involved in this. 
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And I appreciate your persistence really in asking us to have a 
hearing on this, Mr. Kolbe, and I appreciate very much your testi- 
mony and, as I say, the response to the questions that 1 addressed 
to you in writing, which are included in your testimony. 

If there is no other comments, we will stand adjourned. 

[Whereupon, at 11:30 a.m., the task force was adjourned, subject 
to the call of the Chair.] 

[Additional material submitted for the record follows.] 
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Dew Mr. Ctuirmui: 

Ai you requested, the ConireMioiul Budget Office hai i^idued end attended Its 
erttanate tk H.R. 1245, the One Dollar Cofai Act of 1991, u iDtnducod on 
Mardi 5, 199L We eitlmate thai enactment of thli faOl and the ftecMHiy 
^jpropriationa would lemilt In a reduction in the defidt of about S470 mOliea over die 
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attadied table lummariies the effects of RR. 1245 Oat would have a net budgetaiy 
hnpaet 
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Novobn 5. 1961 

BILL NUMBER: H.R. 124S 

BILL TITLE: The Unlud Semm One Dollar Coin Act of 1991 

BILL STATUS: Ai IntroduMd en Mirdi 3, 1991. 

BILL PURPOSE: 

H.R. 1345 would luthorin the Mint to Imub a one doQv dad cobi that k gold h color, hu 
■n unreeded ed|e, and hai an otwerae tide recogDlzing Amirlea'i VKtniu. Under curmt 
Uw, the Mint it authorized to produce t SI coin, but It hu not done le ilnea It bnud the 

Suian B. Anthony coin in 1979. 

Funhec, the bill would prtdiibit the Foderal Rewrve Syitem from ordering and placing Into 
circulation Jl note* ib nuntht after die Mint iHuei the SI coin. At the aama time, the 
Federal Reierve would begin retiring ai^ SI notei that It eolleeta. 

ESTIMATED COST TO THE FEDERAL OOVERNMEKT: 

(by Sical year, In mHUoni of doUan} 

1992 1993 1994 1993 1996 



SPENDING EFFECTS-AinHORIZATIONS 

Mint Coiti 

Eatlmited Authorizitiofl Levd S 

EitlmBted OitStyt i 



Reoovety of Mint Com- 



Eniouted AutboriHtloR Livfl 
Eulmited Outltyi 



Eitlroited Authoriiatlon Lavtl -. ™ _ J7 

Ettimiied Outlay! _ _ _ -57 



(ContbiUMl) 
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(by flical yew, ia millionf of ddlui) 



1992 1993 1994 1995 1996 



REVENUE EFFECTS 

Change in Federal RaMrva Syttam 
Payment of Simlngi to TntMOif _^ ^ ^ 11 

Net Budgeury Impact - Increue 

or D«crwM(0 in the D«Sdt » „ _ 49 



The budgetary impact of tUi bUl faUi within function! 800 and 900. Savings would continue 
to accrue, in increaiing amounti, after 1996. 

BatUofEitimaie; 

Under current law, the Mint li authorized to produce a SI coin, but It doea not became it 
already has about 400 million Suaan B. Anthony J 1 coini in Uonge and doei not antic^ia 
a^iGcant increaied demand for additional colna. H.R. 1245 would autbodze the Mint to 
produce SI colna with new ynrificaiiona and would ffoaie a damaad for tha coini by 
prohibiting the Federal Reierve from pladng Si notaa into circulation ilx monthi after the 
fint new colna are iaauod. Without the SI note, th« pufa^ moll likely ^mvli have lo 
conduct tranuctioni with a SI dollar coin or a S2 note, 

Beiidef affecting the Mlnc'i costa for proAlciilg tbe iww eoiB, H.R. 1245 would have two 
primaiy efTecii on the budget First, producbg new coina increaiei lelgnlorage, wUch b 
the difference between the face value of the e^ (SI) mi tha coat at producing the com 
(tixcenti). SelplNagedoei not aflaa the budget dkectly, but racier bcomidcrad a metni 
offinandng. Whan leigniortgaiixretaai, tha amount the IVeaauiy has to faontiwdacraaBei, 
and the govemmant avoids paying the aaaoda t edintgreatcoata. The other afbct itami from 
the prohibitioa OB ImianeeofSl Federal Raaom notaa. The Federal Raiaive'i holding tf 
IVessuty securities decreas as If the tmouni of currency In dreulatlDn dBge aa ee, and the 
Federal Reeeive would sam less interesL hCore than ofbatting this bapux would be 
reduced expenses incurred bf the Federal Rasarva fbr tha ptintmi and handling of the 

None of these budgetaiy cfltett would occur, howem, i^on nactment cf H.R. 1245. 
Althou^ the Mint would be authwixed to produce new eohUi il dees not eunrantly have the 
capacity to produce the number of cohia that would be needed to replace Oe SI note, and 
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it would not hive the luthoriiy to tpand fundi to acquire ludi capacity. TlurefbK, At 
Mint would raqulra lubiequent appropriatieni action before it eouid produoe the solni and 
before the other btidfoi impam couid occur. 1h» following Mctioni dtiail the Individual 
budget etfecti and underlying aaiumptioni. 

Mint CnuL H.R. 124S would direct the Mint to place the Srtt new $1 ooin into drciilalion 
IS monthi after the flnactment date. 'nieMint,howev«r,huitatedbitefti!noiqrbtfored» 
Congreu that It would need at lead 30 monthi to pttfttt before producing the fint ooiiL 
CBO adopt* ihli amunption, and therefore we eramale that the Hint would begin 
' n around OcttAier 1994 and would inue the flni oadn ibem tk inofithi liter. 



We attimale that, before begEnnlng produoion, the Mint would need an ^propriatloa of 
about S2 mHIlon In 1992, S8 minion in 1M3, and $S mlUion In 1994 to acquire the nece 
equipment. Hw Mint would require ■HHtHnmi ^propriatlonf totaling about SIO m 
in 1993 and 1996 to conduct the necenaty puldie Infonnatian auopiipi and manufa 
the coin*. However, by btidgetaiy convention, the enMuat tf the Mlnt^ oom, tt rettactad 
in hi appropriation, I* Mibtracted eadi year fr«n ttie ieignlon|e on coin* end ii dqioiited 
into an on-budget oftotlng receipt account. Uma, any fl]q>enaei involved with coin 
production are directly ofbet In the receipt account, reralting in no net effect on oudaya. 

Tnteresi Savinp from SeI|nIorage. llieieipilarageoneaehnewSl coiawouldba94cem*. 
and the total amount of Mignlonge created each year would diqwnd on the number of colni 
minied. The Mint natea that it would be aide to produce 2 billion $1 coini annually 
beginning In fiscal year 1995. How many coint it ultimately would produce would d^cnd 
on the pubUc'i demand for tht coini once the Jl note li no longer readily ■vaUaUe. 

To conduct tome traniactlonc for which Jl notea would have been uwd, the puUic ral^t 
find it convenient to uie 12 note*. CSO amunei that instead of uitng the ettimtted 
S J billion SI noiet the Federal Reaerve would heve placed In dieultiion in 1996, the public 
would demand about S3-5 billion worth of 12 notei. Tlie remahiing S2 billion could be 
latiifiedbythel] coin. It ii likely, however, that the puhflc would need even more coini 
to conduct inmsactioni. Experience of other countrlea that have recently ewttdwd ftaro a 
low denomination note to a tow denomination coin Indlcatca that Initially the public 
demand! twice at many coins u notes, apparently to wtiify ^itemi that re^ en low value 
tranuctionstuchu transit or vending qrttema. TUilmpliei that for 199£s the putallewould 
need 4 billion J 1 ooin*. Thus, we anume Aai the Mint wlU produee at a^uSXf, fnierating 
4 billion $1 coins ly the end of 1996. 

lite aoigniorage on the 2 bUUon Si coini produced in 199S would be SL9tiIIli(». However 
we tapta that the Mint would dien dwoae to melt down about 300 mlDloa Suttn B. 
Anthcmy SI coins tint ll would have in ttorage (tOU leaving about 60 mHUon). Hie Hint 
wouIdhavetocountreveneaeipiDn|eOnoemsperoolD)eiDOititt]agloSOJbdIlaiL lUa 
would ffoduee t net sdpiiotige efleet of SL< atUon In IMS, which woidd deereeie flte 
fovemment^ boiTowfaig need* by that amoimt and Ihu reduce hiterert easts tv S57 nDlon. 
intereu lavingi In 1996 from two yean worth of seigniorage would wnount to SlSTlploa. 
The eatlmate of interest Hvingi assumes that the Hint prodiwetdia coins evenly throughout 
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Fffiergl RMCfve Prmtnt of Etn'inp tn the TftMury. In the proocM Of iw . 
the Federal Reterve acquim Interut-eaining Treanny Mcurltiai b an amount geaenlly 
equal lo the value of the new currency. Tbt Ftdtral Reacfva'a budni nirplu*, generated 
primarily by the inierert euninp on lu portfolio of Tteuuty Momitics. li reoitted •adi 
year to the Treanuy, with the payment recorded In the budiet u govenuneiUai rece^ or 
revenue. To the enent that the total value of Federal Aeaovesoteicfaaiiieiu a nnlt of 
RR. 1243, the Federal Reaarve>i intereit eaiiilnp on iti pcctfidlo of Tmmuy laciiritiBt 
would change, aff6CtinK.T^euury rwenuei lliereqiiiienwntinH.R. 1343 that the Fedetat 
Reterve ilq> iuuing SI notei, iMat we anume would 0007 allhebeglnnhgofflacal year 
1996, would decreaM the Fedanl Reeem'i fartereit Mnlna by an attlinaMd 112 minion 
iDl996. lUi revenue effect ii contingent on the Mint reoefvm|uie required approprlatloni 
to produce the new eolni. 

On the one hand, the Federal Reatrve would lOM interett aatniiigi beoaoae of the dacraaae 
in th« number of Si notcL Without H.R. 124S, die average ninnbei of Jl notea in 
drculfttion In 1996 would be about 7J bmion. With H.R. 1243, however, the Federal 
Reserve would collect about 3.6 bHlion note* in 1996 and would not luue any, teiulting in 
an Average circulation over the year of about 52 billion. TUl circulation dacreaM of 
2 billion would retuli in dacraaiad intereit aaminp of S120 million inl996. The 3.6 billion 
notet the Federal Reserve would collect ii leu (htn the Federal Reterve would ordinari^ 
collect. Experience in other countries, notaUy Canada and AuiCralla, that withdrew their 
lowest denomination note indicates that the public takes about one-half of those notes out 
of active circulation for souvenirs «4ien the c«tral bank ttops issuing new oaea. For this 
estimate, CBO assumes that the Federal Reserve wiU be able to collect only two-thirds of 
the SI DDtei in drculatlon. 

On the other hind, the Federal Reserve's interett eamiap would iRcreaae by SIO8 million 
in 1996 because it would iuue S3-6 billion worth of $2 notes over the coune of the year to 
iatiify the public demand for low denomination units of eidiange that would remain unmet 
by the II coini produced by that time. Hie net effect of diese two dianget in interett 
eamingi is a Sl2 million loss in pro&t for the Federal Reserve in 1996. 

The reduced interett earnings of the Federal Reserve would be more than ofbet by it* 
reduced expenses forprindngandhandlingeuiraacy. The Federal Reterve pqv the Bureau 
of Engraving and Printing ^EP) for printing Federal Reterve notes. In 1995, the BBP 
workload is e]q)ected to be 11.7 billion notes. With nactmeat of H.R. 1343, the wvkload 
would decrease to about 10.8 Ullion notei, (iving the Federal Reterve about $13 million in 
printing and handling commdmcreaaing the piyreent to the Tteaawyty the aame amount 
In liKK, the BE? woridoad would drop by about 3.7 bOUon notea, thus atvlnt On Federal 
Reserve abow S50 nilllton, lAidi. ii^Mn ol(M by a die iott InterMt eainlAia of S 12 million, 
would result in an tooeaied payment to the Tnuvry o<$37 mllUon. 

PAY-AS-YOU-GO CONSIDBRA'nONS: 

The Budget Enforcement Act of 1990 leti up pty^t-you-go procedures ta Iqislation 
affecdng direct ^wndlng or rece^ dirough 1993. CBO eedmitaa that anectment of 
H.R. 1245, by itseltmniU not afiect direct vending or rece^ti. Therefore, pay-a»fou-to 
proeeduret would not qipty lo die bill 
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BffnMAlBD COST TO STATE AND LOCAL OOVBRNMBNTS: Nub. 

ESTIMATE COMPARISON: 

In I May 1990 rqiort, the Guenl Accounting Office tt&ted thit the 

realhe about $318 mllllm (in prtMnt value dollan) annaal^ if & r^lieia me om 

withadedkrcoin. 

PREVIOUS CBOESTIMAIE: None. 

ES71MA1E PREPARED BY: 

Jam** Hearn (I^USeO), Ledie Oriffiii (226^880), and Maik Booth (2»46SS). 



ESTIMATE APPROVED BY: 
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Jamei L. Blum 
Anlttant Director 
for Budfct Aaa^oii 
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